


“Australian Accountant 





Published monthly by the Accountants Publishing Co. Ltd. 
for the Australian Society of Accountants, the Australasian Institute of Cost Accountants 
and the New Zealand Institute of Cost Accountants (Inc.) 





JULY, 1961 


VOLUME 31 NUMBER 7 


EDITORIAL STAFF: 
Editor: F. G. Dickinson 
Associate Editors: 
Taxation: D. C. Wilkins 
legal: L. C. Voumard 
Cost Accounting: A. H. Blamey 


Hitorial Office: 


7 Queen Street, Melbourne 
Telephone: 62-5861 


Subscription: 
Thirty shillings per annum 
Single Copy: Three shillings 


Advertising Representatives: 
Hopkins & Reilly 


552-566 Victoria Street, 
North Melbourne 


Telephone: 30-4221 


CONTENTS 


Payroll Tax—Export Development: D. C. Wilkins 341 


Page 


Taxation Principles, Part I. The Science of Taxation: 
F. F. Knight 


Notes on Selected Tax Cases: D. C. Wilkins 
Taxing Couplets: A. P. Herbert 

Queen’s Birthday Honours 

Status of the Internal Auditor: G. D. McColl 


The Secretarial Function in a Public Accountant’s 
Office: V. L. Gole 


The Funds Statement and the Contribution of the 
Fund Theory of Accounting: Harry Levy 


Practical Experience in a Recent Change-Over to 
Cycle Billing: B. McK. Revill 


Accounting for Inflation: R. S. Gynther 
Recent Legal Decisions: L. C. YVoumard 


Students’ Section: 
Classification and Charts of Accounts: W. J. Guy 


Current Problems Discussed in Overseas Journals 


Australian Associated Stock Exchanges—Change in 
Official List Requirements 


A.P.A.C. “Proceedings” 
Register of Members 
News and Notes 


Book Reviews, 376; Letter to the Editor, 377, 401. 





Upinions expressed by the editors and contrivutors are ‘heir 
own and not necessarily endorsed by the Australian Society of 
Accountants, the Australasian Institute of Cost Accountants, 
or the New Zealand Institute of Cost Accountants (Inc.) 











An Experienced Service 


— to help ambitious people meet 
the challenge of change! 


To build an effective career demands 
more than a wish it requires 
decision backed by an accepted plan 


for training in the career selected. 


Since 1897 the Hemingway Robertson 
Institute has been established to pro- 
vide an authoritative, nation-wide 
career education service . by an 
exclusive modern home method of 


personal-individual tuition. 


Information about the H.R.I. training pro- 
gramme wili be gladly supplied — free and 
without obligation. Just call, telephone or 


write our nearest office. 


H.R.1. COMPLETE TRAINING 





includes: 

Accountancy — Company Secre- 
taryship — Cost Accountancy — 
Banking — Selling and Sales 
Management — Advertising — 
Business Administration — and 
all Key Subjects of Business. 


Overseas Student Plan 

A full-time, daytime, SUPERVISED 
STUDY PLAN is available for 
Asian students. 


Dale Carnegie Participation 
Training Covers: 

Dale Carnegie Course in Effective 
Speaking — Human Relations — 
Memory and Leadership Training. 


Dale Carnegie Sales Course 

A new approach to sales develop- 
ment by action-packed “participa- 
tion” training. 


Dorothy Carnegie Course 

. in personal development 
for women. Internationally-famed 
course concerned with every facet 
of personal improvement so im- 
portant to modern women. 


UNDER H.R.I. YOU MAKE NO EXPERIMENT 


Memingway Robertson Institute 


SINCE 1897 AN INSTITUTION TO PROMOTE PERSONAL ADVANCEMENT IN BUSINESS THROUGH EDUCATION. 


122 BANK HOUSE 
122 BARRACK HOUSE 


BANK PLACE 
16 BARRACK STREET 


- MELBOURNE 
- - SYDNEY 


Offices all Capital Cities, Geelong, Newcastle and Launceston. 


The Australian Accountant, July, 1961. 





Payroll Tax— Export Development 
By D. C. WILKINS, B.Com., A.A.S.A. 


The Payroll Tax Assessment Act has been amended to provide 
a rebate of tax calculated in relation to an increase in export 


sales. 


IS rebate of payroll tax is part of 

the tax legislation introduced by the 
Commonwealth Government with the in- 
tention of encouraging the development 
of export markets by Australian enter- 
prises. The special income tax deduc- 
tion related to expenditure on export 
development was commented upon in the 
June issue of The Australian Accountant 


In general terms, the payroll tax rebate 
will be granted to an employer whose 
export sales have increased above the 
annual average of such sales for the 
two-year period which ended on 30 
June, 1960. 


The amending legislation is contained 
in new Division 2 of Part III of the 
Pay Roll Tax Assessment Act. The pro- 
visions of this new legislation are ex- 
tremely complex; it was found necessary 
to introduce a mass of definitions, con- 
ditions, etc., to ensure that the increase 
in export sales on the basis of which 
the payroll tax rebate is calculated is 
restricted to that which accords with the 
intention of the legislature. 


The payroll tax rebate is to apply in 
relation to wages paid or payable during 
the four years ended 30 June, 1961, 
1962, 1963 and 1964. 


REBATE 
Section 16c of the Act provides for 
the rebate; it is ascertained in accordance 
with the formula— 
25d (a-b) 


2c 
ais the increase in export sales for 
the financial year 


b is the aggregate of the amounts 
specified in export certificates issued 
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by the employer in relation to the 
financial year 


c is the gross receipts for the financial 
year 


d is the amount of payroll tax pay- 
able for that financial year, apart 
from the rebate. 


The components of the above formula 
involve a number of words or phrases 
which require definition. Before men- 
tion is made of those, it is worth noting, 
as a general proposition, that the effect 
of the formula is the allowance of a 
rebate of 124% of the payroll tax 
charged if the increase in export sales is 
1% of the employer’s gross income, so 
that if the increase reaches 8%, no 
payroll tax would be charged for the 
year concerned. 


INCREASE IN EXPORT SALES 


The -increase in export sales for the 
financial year for a particular employer 
(see a above) is the excess of the value 
of export sales for that year over the 
average of export sales for the two years 
ended 30 June, 1959 and 1960, together 
with the sum of the amounts specified 
in export certificates issued to that em- 
ployer for the financial year concerned. 


The value of export sales is, broad- 
ly— 

(a) the sale price (excluding insurance, 
freight or other charges relating to 
the goods after shipment from Aus- 
tralia) of goods exported from Aus- 
tralia during that year and sold 
before or at the time of export by a 
producer for export. 
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(b) The sale price (excluding insurance 
and freight, etc., as above) of goods 
exported from Australia and, after 
export, sold during the period con- 
cerned by a producer for export. 


the amounts received for the grant 
or assignment to a person resident 
outside Australia of overseas patents, 
trade marks, designs or copyrights. 


(d) royalties relating to the exercise out- 
side Australia, in the period con- 
cerned, of rights in patents, trade 
marks, etc. 


It is important to observe that the 
above two definitions involve a require- 
ment that, in the first place, the em- 
ployer who may obtain a rebate must 
be a producer for export. In the second 
place, an employer may be entitled to a 
rebate if export certificates have been 
issued to him (see below). 


The producer for export, in relation to 
any goods, is the person who by manu- 
facture, production, assembly, process- 
ing, grading or sorting in Australia, brings 


the goods to the condition in which they 
are exported. If, however, the goods are 
exported in containers the producer for 
export is the person who was the owner 
of the goods at the time they were placed 
in an “original commercial container”, 


that is, the container in which they 
would normally be displayed for sale. 


Goods exported from Australia, for 
the purpose of the rebate calculation, do 
not include the export of goods by way 
of gift, whether the gift is by the pro- 
ducer or the person acquiring the goods. 


EXPORT CERTIFICATES 


The primary entitlement to the pay- 
roll tax rebate is available to the “pro- 
ducer for export”. However, that pro- 
ducer for export may issue “export 
certificates” to a person who has supplied 
components which are physically in- 
cluded in the goods exported. The ex- 
port certificates so supplied are limited 
to the extent to which the producer for 
export has increased his export sales 
over the average of the 1958/59 and 
1959/60 years. 
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The supplier of the components yi] 


‘then be entitled to a rebate of payroll 


tax, because the amounts specified in the 
export certificates are included in his 
increase of export sales (see the definition 
above). 


A supplier of components who has re- 
ceived an export certificate may in tum 
issue an export certificate to another 
person who has supplied him with com- 
ponents. 


The formula provided for the calcula- 
tion of the rebate makes it clear that the 
increase in export sales of a “producer 
for export” will be reduced by the 
amounts specified in export certificates 
which he has provided to suppliers of 
components. 


It may reasonably be assumed that, in 
many cases, a producer for export will 
supply export certificates only when his 
increase of export sales exceeds 8% of 
his gross receipts; any increase of export 
sales above that amount would not be 
of any advantage to him, because the 
rebate of payroli tax for the year con- 
cerned would equal the tax otherwise 
chargeable. However, the producer for 
export may have other reasons for pro- 
viding an export certificate to a supplier, 
and is at liberty to do so if he wishes. 


The legislation provides for the limi- 
tation of the amounts specified in export 
certificates where, for example, com- 
ponents supplied to a producer for ex- 
port have not been wholly absorbed in 
goods exported. 


EXPORT MERCHANTS 


Where a producer for export is the 
person who actually exports the goods 
which he has manufactured, produced, 
assembled, etc., or packed in an original 
commercial container, the sale price of 
the goods will be known to him, for the 
purpose of the calculation of the m 
crease in export sales. He may, how- 
ever, sell goods to a merchant who ¢x- 
ports some of those goods and sells the 
remainder locally. 


It is provided, therefore, that a pro 
ducer for export may request such am 
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“export merchant” to whom he has sold 
goods to furnish a declaration (to the 
Commissioner, and also the producer for 
export who made the request) indicating 
the proportion or value of those goods 
which the export merchant has subse- 
quently exported. 

Where goods sold by a producer for 
export have passed through a number 
of hands before being exported, or the 
issue of a declaration is not practicable, 
the Commissioner may permit the claim 
for rebate to be made without the pro- 
vision of the declaration by the export 
merchant. In such a case, the Com- 
missioner will have regard to the infor- 
mation otherwise available to him in 
order to calculate the rebate to be al- 
lowed. 


Various provisions have been in- 
cluded concerning the inability of an 
export merchant to provide the required 
certificate, the understatement or over- 
statement of the consideration for goods 
referred to in a declaration, the inclusion 
of consideration in respect of goods that 
should not be included, and the respon- 
sibility of a producer for export to ad- 
vise the Commissioner regarding in- 
correct declarations supplied to him. 


GROSS RECEIPTS 


The formula for the calculation of the 
rebate of payroll tax relates the increase 
in export sales to the gross receipts for 
the financial year. 

The “gross receipts” for the year con- 
cerned include all amounts of income, 
assessable or exempt, derived from 
carrying on trade or business in Aus- 
tralia (this does not include salaries or 
wages) other than: 


(i) income from property for income 
tax purposes, e.g., interest, divi- 
dends, rents, etc. 

(ii) amounts included for rebate pur- 
poses in the value of export sales 
of any other financial year. 

Amounts received in relation to goods 

exported, representing insurance, freight 
and other charges concerning those 
goods after shipment from Australia, are 
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excluded from the “gross receipts” be- 
cause these amounts are excluded from 
the “increase of export sales” for the 
purpose of the formula for calculation 
of the rebate. 


Gross receipts will comprise other 
amounts (apart from business receipts) 
included in the value of export sales, 
such as the amount received on the 
grant or assignment of ex-Australian 
patents, etc., which may otherwise be of 
a capital nature. Such receipts are in- 
cluded in the “increase of export sales” 
for the purpose of the formula. 


SALES OF TWO-YEAR BASE 
PERIOD 


The “increase in export sales”, for 
the purpose of the rebate formula, is 
calculated in relation to the average of 
the employer’s export sales for the years 
ended 30 June, 1959 and 1960. 

A producer for export may consider 
that the value of his export sales for 
this two year-period is unduly high be- 
cause of abnormal trading conditions or 
other extraordinary circumstances opera- 
ting during that period and as a result 
he would suffer an unfair disadvantage 
if the calculation of his increase in ex- 
port sales was based on the average of 
those two years’ sales. 


In such a case, the producer for ex- 
port may apply to the Commissioner for 
a reduction of the value of export sales 
for the base period. Every application 
will be referred by the Commissioner to 
the Board of Review, which will deter- 
mine whether, and to what extent, a 
reduction should be made. 


The new legislation provides for an in- 
crease in the value of export sales of 
the base period where a producer for 
export has acquired an existing business 
enterprise (or has acquired overseas 
rights in a patent, etc.) during the two- 
year base period, or during a financial 
year for which a claim for rebate may 
be made. Similarly, a reduction in the 
value of export sales for the base period 
may be made where the producer for 
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EXAMPLE OF REBATE 


Export sales (f.0.b.), year ended 30 June, 1959 
Export sales (f.o.b.), year ended 30 June, 1960 


Total sales, two-year base period 


Average for the two years 


Export sales (f.o.b.) of producer for export, year ended 30 June, 1961 
Less average of export sales during base period 


£25,000 
35,000 


———— 


60,000 


£30,000 


£45,000 
30,000 


15,000 


Value stated in export certificates issued to the producer for export, relating to 


components supplied by him to another exporter 


Increase in export sales 
Value stated in export certificates issued by the producer for export to suppliers 


of components ; 
Gross trading receipts for the year . 
Payroll tax on wages paid during the year 





export has sold an existing business en- 
terprise or existing overseas rights in 
patents, etc. 


CLAIM FOR REBATE 


To enable the Commissioner to make 
a determination as to whether a rebate 
of payroll tax is allowable, and if so, the 
amount of the rebate, the employer must 
make a claim, in writing, on the appro- 
priate form. The claim may be made 
within three years after the end of the 
financial year in respect of which the 
rebate is claimed. 


The Commissioner may, subject to 
certain specified conditions, amend his 
determination to decrease or increase the 
amount of the rebate. 


ARRANGEMENTS 


If the Commissioner is satisfied that 
arrangements have been made between 
an employer and another person with a 
view to their affairs being so conducted 
that the employer would obtain a greater 
payroll tax rebate than he would other- 
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10,000 
(a) £25,000 


b) 5,000 
(c) 800,000 
(d) 4,000 


Payroll Tax Rebate 
25d (a-b) 


2c 


25 x 4,000 (25,000 — 5,000) 





2 x 800,000 


100,000 (20,000) 2,000,000,000 





1,600,000 1,600,000 


= £1,250 


The increase in export sales less ex- 
port certificates provided (£20,000) is 
24% of the gross trading receipts for the 
year. Therefore the payroll tax rebate 
is 24 times 124% of the tax charged, 
i.e., 314% of £4,000 = £1,250. 





wise be entitled to, the Commissioner 
may limit the rebate to the amount which, 
in his opinion, would be appropriate if 
those arrangements had not been made. 

NOTE: The taxation editor’s comments on 
the amending legislation as it applies to life 


assurance companies will be published in the 
August issue of The Australian Accountant. 
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Taxation Principles 
PART I — THE SCIENCE OF TAXATION 


By F. F. KNIGHT, 


President, Taxpayers’ Association of Victoria. 


“Whoever hopes a faultless tax to see, 
Hopes what ne’er was, or is, or e’er shall be.” 


So wrote M’Culloch, the 19th century 
economist, in an adaptation of Pope. 


It is true that there cannot be a perfect 
taxing system but there can be one which 
is scientific and reasonably fair. Any act, 
including a taxing act, should be like a 
smooth working piece of machinery; but 
a machine may be ruined by ill-conceived 
and inharmonious modifications — parti- 
cularly when the strain is put on it. 


The imperfections of a taxing system 
may pass unnoticed when the rates of 
tax are low; but they become more and 
more apparent as the burden increases. 
It was one thing, for example, when 
death duties were merely the price of 
obtaining probate; but it is something 
entirely different when they become al- 
most confiscatory. There was no agita- 
tion for treaties to eliminate double taxa- 
tion when the income tax rate was very 
low. It is necessary, not only to construct 
new taxing acts on a scientific basis, but 
in amending old ones, to avoid capricious 
and ill-considered provisions. 


Unfortunately, in recent years, the 
legislature, looking for new sources of 
revenue, has followed various courses. It 
has adopted the legislation of another 
country to tax something new, or has 
introduced a novel tax of its own; it has 
taised rates or abolished “concessions”, 
80 called. In doing so it has frequently 
failed to observe tried and well known 
Principles of taxation. Fortunately, some 
of this legislation has been repealed. 


One of the objects of this paper is to 
fe-state the principles of taxation given 
to us by two well-known authorities, to 
give examples of violations of these prin- 
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ciples, and to demonstrate some of the 
consequences of these violations. Another 
object is to discuss what recent authorities 
have had to say about the limits to which 
taxation can go with safety. 


When Professor Bowen, who occupies 
the Chair of Economics at the University 
of Western Australia, addressed the Con- 
ference of the Federated Taxpayers’ 
Associations in May, 1961, he drew our 
attention to E.C.C.E. He was speaking 
about the four great canons of taxation 
enunciated by Adam Smith 150 years 
ago. These are EQUALITY OR 
ABILITY, CERTAINTY, CONVENI- 
ENCE AND ECONOMY. Repeated in 
detail they are:— 


1. The subjects of every State ought to con- 
tribute towards the support of the Govern- 
ment as nearly as possible in proportion 
to their respective abilities, i.e. in propor- 
tion to the revenue which they respectively 
enjoy under the protection of the State. 
The tax which each individual is bound to 
pay ought to be certain and not arbitrary. 
The time of payment, the manner of pay- 
ment, the quantity to be paid, ought all to 
be clear and plain to the contributor and 
to every other person. 

Every tax ought to be so levied at the time 
or in the manner in which it is most likely 
to be convenient for the contributor to 
pay it. 

Every tax ought to be so contrived as both 
to take out and keep out of the pockets of 
the people as little as possible over and 
above what it brings into the public treasury 
of the State. 


In 1920, Lord Stamp, who was then 
Sir Josiah Stamp, published his New- 
march lectures in a book called The 
Principles of Taxation. He said that 
Smith’s canons were indisputable, but 
that they were now inadequate to the 
practical task of bringing under judgment 
the many difficulties that confront us. 
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He suggested that taxation should be 
looked at from the point of view of the 
individual, from the point of view of the 
Government acting for the community as 
a State organization, and lastly, from the 
point of view of the community as a 
producing or economic society. Un- 
fortunately Lord Stamp was killed in a 
bombing raid during the last war. Had 
he lived it would have been interesting 
to know his views on post-war taxation. 


In the application of the foregoing 
principles there must be a certain amount 
of give and take. It is not possible in a 
complex society to attain perfect equality 
of sacrifice. Even if some genius were 
able to evolve such a scheme it might 
well be open to other objections. It could 
be so complicated that the amount of 
payment is uncertain; it could be levied 
in a highly inconvenient way; or it might 
be uneconomical to collect. Even if these 
objections are overcome, the tax would 
be bad from the standpoint of the com- 
munity, if it were so harsh in its incidence 
that it gravely impaired a great industry 
or drove it out of the country. 


Let us consider income tax. Here are 
definitions given by two British auth- 
orities. Lord MacNaghten said, “Income 
tax, if I may be pardoned for saying so, 
is a tax on income. It is not meant to be 
a tax on anything else.” In 1950, Sir 
Cornelius Gregg, then chairman of the 
Board of Inland Revenue, said that in- 
come taxation should be a tax on indi- 
viduals measured in accordance with their 
ability to pay. We all know that the tax- 
ing acts, both in Britain and here, have 
declared certain things to be taxable as 
income which would not be otherwise so 
regarded. But the ordinary meaning 
should not be extended unless the statute 
gives specific direction to that effect. 
If we agree with the second definition it 
is well to remember that income tax 
should be a tax on individuals and not 
on companies, although the company 
collects and pays the tax. 


It is interesting to consider the views 
on income tax expressed by a Frenchman, 
Charles Gide, nearly 40 years ago. His 
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country then had no tax like ours which 
he called a global tax. In his opinion this 
tax had a distinct advantage if it were 
universal, if everyone paid it. “It is in. 
dispensable that each citizen of a free 
country should feel directly, and in a 
manner which he cannot ignore, the con- 
sequences of all expenditure incurred by 
the State, i.e. his chosen representatives, 
It is the best way of giving him his 
political education.” 


Certainly many of us here have had 
opportunities of receiving this kind of 
political education, but not all of us have 
profited by it. Gide’s objection to the 
tax was that the resistance of the tar- 
payer — particularly the French taxpayer 
— to disclosing the amount of his fortune 
was invincible. Therefore, either the 
honest would pay for the dishonest, or 
it would be necessary for the Treasury 
to penetrate the secrets of private life and 
to employ vexatious and probably ineffec- 
tive measures. We, in Australia, have 
learned that there was some truth in these 
forecasts, but it cannot be said that the 
resistance has been altogether invincible 
or the measures quite ineffective. The 
French, at the time, had a kind of income 
tax but it did not touch all income, for 
example, the salaries of State function 
aires or interest on Government loans. 
To the Frenchman this was logical. The 
State pays interest, as a debtor; to keep 
back part as taxation would be a sort of 
partial bankruptcy. The State must pay 
its servants a sufficient salary; it would 
be absurd to take with one hand what it 
is obliged to give back with the other. 
Tax free loans were not unknown here 
at the time. If a State servant is to be 
adequately remunerated, he must be paid 
higher if his salary is to be taxed. But 
how does this fit in with the principle 
that income tax should be universal? 


When the ability to pay principle ' 
applied to income tax on individuals a 
progressive rate is now used in mos 
countries. The theory of progression s 
that a man with a taxable income of, 
say, £10,000 is able to pay at a higher 
rate than one with only £1,000. It was 
not always so. The system of the British 
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income tax up to 1909 was a flat rate 
with an exemption. The reason for the 
exemption was that the nett income of 
those exempted was so small that they 
had no ability to pay. We have a small 
exemption here but it is much larger 
where the recipient is entitled to age 
allowance according to sex. Another 
sound for exemption of small incomes 
is that, where the rate is low, it is not 
economical to chase the relatively small 
amount the tax brings in. 


The effect of progression as an instru- 
ment of “social justice” to equalise in- 
comes will be discussed later. One thing 
has been clearly proved, the fixing of the 
rates must be arbitrary. Britain has never 
tried to make them otherwise. The perfect 
scheme is impracticable. Originally Aus- 
tralia made an effort which according to 
Stamp was heroic. He said that the 


Chancellor of the Exchequer would 
blench at the prospect of explaining those 
dammed dots to the House of Commons. 
In any case it was imperfect because 
progression stopped at £6,500. It stopped, 


of course, because, at the time, there were 
few nett incomes in excess of that amount 
and the economy aspect arose. We sought 
such perfection that it was almost im- 
possible for anyone, unless his return was 
very simple, to calculate the tax payable 
without the advice of experts, even 
though he knew exactly what his taxable 
income was. There was one rate for 
personal income, another for property in- 
come; concessional rebates, calculated in 
an involved manner, were applicable to 
one or another of these incomes. The 
tate of tax rose by decimals of one penny, 
calculated to as many as five points. 
Then there was no real certainty and the 
economy of making such calculations was 
doubtful. 


These tribulations are no longer with 
us. The system of progression is more 
simple. Once you know what your tax- 
able income is, it is not hard to find out 
what you have to pay. There is certainty. 
In so far as anyone finds it convenient to 
Pay any tax the time of payment and the 
notice requiring payment are much more 
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regular than they used to be. There is 
no general complaint on that score. The 
cost of collecting tax on individuals is 
reasonable. Pay-as-you-earn is convenient 
to the taxpayer, although the employer 
might have plenty to say to the contrary. 
The objection, on principle, to taxation 
at the source, is that it may take from 
the taxpayer money that should not be 
taken from him, or money in excess of 
what should be taken from him. For this 
reason, those who pay provisional tax are 
permitted the risk of making their own 
assessment of this tax. As far as P.A.Y.E. 
is concerned it would appear that conveni- 
ence to the taxpayer outweighs the objec- 
tions referred to. In fact, some of them 
are so naive that they think their refunds 
are some sort of bonus. This is fortunate 
from the stand-point of the State as tax- 
gatherer. 


It cannot be said that the ability 
principle is applied properly to company 
income tax. I repeat the remark of Sir 
Cornelius Gregg that income tax is a tax 
on individuals based on ability to pay; 
yet companies are taxed on their profits 
at a flat rate and shareholders are taxed 
on their dividends without credit or 
rebate. There was a time when there 
were rebates. They were withdrawn dur- 
ing the war, not because of the imperfec- 
tions of the system, but because the 
Treasury wanted the money. If there 
were imperfections, according to J. A. L. 
Gunn, the cold was cured by cutting off 
the patient’s head. Now the champions of 
the present system are driven to curious 
arguments in their efforts to prove that 
this is not double taxation. They have 
said that, for taxation purposes, com- 
panies and their shareholders are separate 
entities, that companies must pay some- 
thing for the benefits of incorporation 
and that the U.S.A. did not give rebates. 
Companies do pay for incorporation 
through State duties, and, as we know, 
the U.S.A. has been giving rebates for 
some years. There is one last-ditch argu- 
ment that, so far, no one has had the 
temerity to use, i.e., it is not democratic 
to give any relief. 
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Certainty was entirely lacking in the 
old undistributed profits tax on private 
companies. A notional distribution was 
taxed on the basis of the income of indi- 
vidual shareholders. Few company secre- 
taries had any idea what that was and, 
hence, what the extra tax would be. In 
addition, large shareholders had an advan- 
tage over the smaller ones. This was not 
in accordance with the ability principle. 
That is past history. The only uncertainty 
which now exists is where the Depart- 
ment changes its policy, as in the tieat- 
ment of deferred income. This has 
resulted in unexpected demands for 
penalty tax because of insufficient distri- 
bution. 


Pay roll tax ignores the ability principle 
because it is levied regardless of profit or 
loss, and is chargeable to non-profit 
organisations. The method of payment 
is not wholly convenient. 


It is not economical because it taxes 
the Crown in its right of the State and 
refunds the money in State reimburse- 
ments. Gide would have said this was 
“somewhat absurd”. From the stand- 
point of the community it is bad because 
it increases prices and fans inflation. The 
third criticism applied to the old Federal 
land tax which has now been repealed. 
It applies to the graduated land taxes in 
force in some States since its repeal. The 
taxes also offend against the ability prin- 
ciple even more strongly than does pay 
roll tax. Federal land tax was not eco- 
nomical to collect; we shall see if the 
State taxes are. 


I shall refer briefly only to indirect 
taxes. In Gide’s opinion (1) the articles 
taxed must be objects of large consump- 
tion to offer a sufficient basis for taxation 
and (2) they must not be articles in- 
dispensable to life, or the tax would be 
too unjust. No doubt this is true today, 
but there will always be disputes as to 
what articles are indispensable to life. It 
may, however, be necessary to subject 
such articles to customs duties to protect 


home industries. The theory is that, if 
the consumer does not wish to pay the 
tax indirectly, he can refrain from buying 
what is not indispensable, or buy an 
article from the home market rather than 
a foreign one. Stamp puts it this way; 
“A wise selection of commodity taxes 
searches out the non-functional surplus in 
spending where an income tax cannot,” 


It is interesting to note that Russia has 
abolished direct taxes and imposes com- 
modity taxes only. This may sound fine 
to those who dislike income tax; but the 
State arbitrarily fixes all salaries and 
wages in addition to controlling all prices. 
It could make a great show of reducing 
the rates of tax and still increase its 
revenue to the detriment of consumers 
generally and of the lower wage earners 
particularly. 


Lord Stamp has summed up the duty 
of the State when considering the imposi- 
tion of taxation—the State, as a ta 
gatherer, has to ask and answer the 
following questions: 


1. Is the proposed tax economical, or 
will it cost an unwarrantable amount 
to get it in? 

Is it within the powers of the admini- 
stration for assessment and collection, 
or is it too full of difficulties to b 
workable? Allied thereto is the ques- 
tion: 

Will it be specially open to evasion 
and provoke dishonesty? 


Will the imposition of the tax tend 
to dry up the source of the tax, and 
so prove abortive for the Revenue: 


Does it raise political difficulties at 
home and provoke unrest? 


Does it raise international difficulties 
or provoke conflict with other taxing 
jurisdictions? 

NOTE: Part II of this article dealing with 


the limits of taxation will be published in the 
August issue of The Australian Accountant. 
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Notes on Selected Tax Cases 


GOVERNMENT ARCHITECT'S 
OVERSEAS TRIP 


The overseas travelling expenses 
incurred by an architect employed 
by a Government Department were 
allowed as a deduction under Sec- 
tion 51 of the Income Tax Assess- 
ment Act. 


The taxpayer, who was employed as 
a senior architect by the Works Depart- 
ment, took advantage of his long service 
leave and accumulated recreation leave 
to undertake a trip abroad, to further 
his knowledge of architecture in the 
course of travelling throughout the 
United Kingdom and Europe. 

It was arranged that taxpayer should 
undertake a survey in South America on 
behalf of the government; the cost of 
extending his trip to that country was 
borne, as to the amount of £868, by his 
employer. The total expenditure in- 
curred on fares, hotels and sundries was 
£2,274, so that the net amount expended 
by the taxpayer was £1,406, of which an 
apportioned amount of £352 was claimed 
as a deduction in the year of income 
concerned. 

The expenditure was claimed under 
the first “limb” of Section 51, that is, 
that it was a loss or outgoing incurred 
in gaining or producing taxpayer’s asses- 
sable income, not being a loss or out- 
going of capital, or of a capital, private 
or domestic nature. The second limb 
of Section 51 was inappropriate, as it 
telates to the carrying on of a business. 

The travelling expenses incurred bore 
no relationship to the income derived 
during the year in which the overseas 
tmp took place. The taxpayer claimed, 
however, that the expenditure was in- 
curred in the production of the assessable 
income to be earned in future years, be- 
cause the knowledge gained during the 
tour would make him better fitted to 
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carry out his duties as a design architect 
and would enhance his prospects of 
promotion. 


The Commissioner had adopted the 
view that as the taxpayer was not carry- 
ing on a business, no item of income 
could be demonstrated as being produced 
by the expenditure on the overseas 
travelling. Alternatively, the expenditure 
was of a capital nature, as it was directed 
towards “extending the profit yielding 
subject” of the taxpayer and fitting him 
for promotion. 


The Board of Review, by majority, 
decided that the overseas travelling ex- 
penses were allowable as a deduction 
under Section 51. It was considered 
that the application of the first limb of 
the section did not require that the ex- 
penditure had to be incurred in produc- 
ing the income of the current year. In 
W. Nevill & Co. Ltd. vy. Federal Com- 
missioner of Taxation (1937) 1 A.1.T.R. 
67, Dixon J. said “The expenditure must 
have been incurred in the course of 
gaining or producing the assessable in- 
come. It does not require that the 
purpose of the expenditure shall be the 
gaining or production of the income of 
that year. The condition the provision 
expresses is satisfied if the expenditure 
is incidental and relevant to the opera- 
tions or activities regularly carried on for 
the production of income.” 


“The occasion of the expenditure in 
question,” Mr. Daymond, Member, said, 
“the incidental or immediate cause, was 
to be found in the performance by the 
taxpayer of his professional duties . . . 
Had the taxpayer been in outside prac- 
tice, i.e., carrying on a business, instead 
of in government employ, there would 
have been no question as to the allow- 
ance of the expenses of his overseas 
trip. As it is, the incurring of these 
expenses, in my opinion, took place in 
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the course of gaining or producing the 
assessable income and was incidental and 
relevant to that end.” 

The majority of the Board decided 
also that the expenditure was not of a 
capital nature. No additional professional 
degrees or qualifications were gained; 
what he did was to inform himself con- 
cerning modern architectural design and 
building techniques. 

Reported in 9 C.T.B.R. (N.S.) Case 
24, 10 T.B.R.D. Case No. K70. 

The Commissioner has appealed to 
the High Court against the majority 
decision of the Board in this case. 


PAYROLL TAX — CAR 
ALLOWANCES 


Weekly amounts paid to em- 
ployees to cover running expenses 
and depreciation of cars owned by 
them were included in “wages” sub- 
ject to payroll tax. 


Car allowances were paid to em- 
ployees of a company who were re- 
quired, in the course of their employ- 
ment, to use a motor vehicle for city, 
suburban or country travelling. The em- 
ployees provided their own vehicles, and 
were paid weekly amounts of between 
5d. and 9d. per mile travelled, depend- 
ing upon the horsepower of the car used. 

“Wages”, according to the Payroll Tax 
Assessment Act covers “any wages, 
salary, commission, bonuses or allow- 
ances paid or payable to any employee 
as such”. The company contended that 
the amounts paid weekly to the outdoor 
employees were not “allowances” as so 
defined but were reimbursements of ex- 
penditure incurred by the employees on 
the company’s behalf. 

Following the decision of the High 
Court in W. A. Flick & Co. Pty. Ltd. v. 
Federal Commissioner of Taxation 
(1959) A.L.R. 1275, the Board of Re- 
view decided that the allowances made 
to the taxpayer company’s employees 
were within the definition of “wages” for 
the purpose of payroll tax. 

Reported in 9 C.T.B.R. (N.S.) Case 
20, 10 T.B.R.D. Case No. K 48. 
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SALE OF VACANT LAND 


Profits arising from the sale oj 
various vacant blocks of land were 
included in income subject to tax. 


The taxpayer’s affairs were the sub- 
ject of investigation by the Income Tax 
Department. It was disclosed that over 
a period of about thirty years, he (usually 
with his wife as joint owner) had entered 
into a number of property transactions, 
involving the purchase and sale of vacant 
land, the purchase and sale of house 
properties and the purchase of land on 
which houses were erected for letting 
purposes. 

Taxpayer’s assessments for the years 
ended 30 June, 1953, 1955 and 1956 
were amended to include his share of 
profits arising from the sale of vacant 
blocks of land. The Board of Review 
had to determine whether his profits were 
income in ordinary parlance, assessable 
under Section 25(1) of the Act, or arose 
from the sale of property acquired for 
the purpose of re-sale at a profit or from 
carrying out a profit-making scheme 
[assessable under Section 26(a)]. 

Nine blocks of land were purchased 
in 1945 of which seven were sold be- 
tween 1945 and 1949. The remaining 
two blocks were sold in April, 1953; the 
profit arising from this sale was the 
subject of the reference for the 1953 
year. 

The taxpayer provided a number of 
reasons for acquiring these nine blocks 
of land, varying from the establishment 
of a dairy farm, on the nine blocks, to 
the erection of a hardware and furniture 
store for his son, on the two remaining 
blocks. Later, he admitted that he had 
retained the two blocks because he con- 
sidered that the particular corner site 
would be ideal for a service station. 

The amended assessment for 1955 re- 
flected the profit on the sale of two 
blocks purchased in 1947 and sold in 
1954. The story this time was that he 
intended to erect flats on the land but 
decided against it because of the shortage 
of building materials and because he 
was advised that flats were not then 4 
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proposition. No approach had 
been made to the local council for per- 
mission to erect flats. 


A block of land purchased in 1945 
and sold in 1955 produced the profit 
included in the 1956 amended assess- 
ment. This block was opposite tax- 
payer's home; he said he had bought it 
to use as a paddock for spelling sick or 
lame horses used in his milk vendor’s 
business. 

The Board was provided with evidence 
that three purchasers had paid more for 
land than the prices disclosed by the 
taxpayer. Taxpayer’s reasons for pur- 
chasing the land, as provided to the 
investigation officer, did not always agree 
with those given to the Board. 


The burden of proving that the land 
had been acquired otherwise than for 
profit making by sale rested upon the 
taxpayer. The Board was not convinced 
“not beyond reasonable doubt but as a 
matter of belief” that the taxpayer’s pur- 
pose in purchasing the vacant blocks of 
land was other than as a profit making 
venture, and so confirmed the Com- 
missioner’s assessment of the profits con- 
cerned. 


Reported in 9 C.T.B.R. (N.S.) Case 
22, 10 T.B.R.D. Case No. K67. 


CO-OPERATIVE COMPANY 


The Board of Review considered 
the application of certain of the 
tests provided by Section 117 of the 
Income Tax Assessment Act, to 
determine whether a society was a 
co-operative company for the pur- 
poses of the Act. 


The taxpayer, a society incorporated 
under the Victorian Co-operation Act 
1953, made advances to its members, 
to assist them in the purchase of homes, 
cars, household appliances and to meet 
other domestic commitments. The share- 
holders of the society were all employees 
of the one company. 


The net profit for the year ended 30 
June, 1956, £1,072, was assessed to 
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income tax. The society claimed that it 
was a co-operative company, by reason 
of the fact that it complied with Section 
117(d) and (e) of the Income Tax Assess- 
ment Act, and that a deduction should 
be allowed of the amount of £950 paid as 
a dividend to its members. 


The taxpayer society contended that 
the primary object of its business was the 
rendering of services to its shareholders 
[Section 117(d)] or the obtaining of 
funds from its shareholders for the pur- 
pose of making loans to its shareholders 
to enable them to acquire land or build- 
ings for residential or business purpose 
[Section 117(e)]. 


The Board of Review decided that the 
lending of money to the shareholders 
did not represent “the rendering of ser- 
vices”. On the authority of the decision 
in Employers’ Mutual Indemnity Associa- 
tion Ltd. v. Federal Commissioner of 
Taxation (1943) 2 A.I.T.R. 502, it was 
considered that in making these loans the 
society was not doing work of some kind 
for the shareholders, but entering into 
a contract with them and thus it could 
not be said that the primary object was 
the rendering of services for those share- 
holders. 

Further, the Board, by majority, de- 
cided that for the year concerned a 
primary object was not the obtaining of 
funds from shareholders for the purpose 
of making housing loans. In that. year, 
£3,714 was lent to members for housing 
purposes, £1,692 to assist in the pur- 
chase of motor cars, and £9,953 for 
household appliances, etc. . 


It was considered therefore, that the 
majority of the shareholders used the 
society for loans other than for housing 
purposes, and that the making of housing 
loans was not therefore a primary ob- 
ject of the society. Accordingly, the 
Board held that the dividends paid were 
not allowable as a deduction in accor- 
dance with Section 120 (1)(b) of the 
Act. 


The minority view, expressed by Mr. 
Antcliff, Member, was that if the proper 
test to apply, in determining the primary 
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object of the society [for the purpose of 
Section 117(e)] was the amount lent, the 
taxpayer society’s objection failed, but if 
the test is the amount of money out on 
loan, the objection should succeed. At 
30 June, 1956, the total loans outstanding 
amounted to £18,705, of which £10,971 
(59 per cent.) was on first mortgage, for 
housing purposes. Mr. Antcliff took the 
view that on the basis of those figures, 
the primary object of the society was 
the making of housing loans. 

Reported in 9 C.T.B.R. (N.S.) Case 
19, 10 T.B.R.D. Case No. K102. 


INCOME FROM DECEASED 
ESTATE 


The income of an estate to which 
a life tenant was entitled was es- 
sessed to her because no assign- 
ment of her interest had been 
effected. 


The assets of a deceased estate, which 
included three farm properties, were ad- 
ministered by taxpayer (the widow of 


the deceased) and her son who were the 
trustees of the estate. Taxpayer, as life 
tenant, was entitled to the net income 
from the businesses carried on by the 
trustees after providing for salaries paid 
to members of her family who were em- 
ployed on the various properties. 


The taxpayer and her family decided 
that a partnership should be formed, 
consisting of her three sons and four 
daughters, which would take over the 
running of the three farm properties, the 
profits and losses to be shared equally 
between the partners. Taxpayer’s in- 
terest in the estate was to be confined to 
other income, from rents and _invest- 
ments. 

No partnership agreement was en- 
tered into, no separate partnership books 
were kept, and no capital was contri- 
buted by the partners. Income tax re- 
turns were prepared in the name of X 
Estate, the income from the properties 
being shown as distributed to the part- 
ners, and the other income distributed 
to taxpayer, the life tenant. 





TAXING COUPLETS 


A. P. Herbert, British wit, last week 
felt the pinch a bit. His income tax for 
58 he dutifully had paid the state. De- 
mands for £85 more made the noted 
author roar: 


Dear Bankers, PAY the wundermentioned 
hounds 

The shameful sum of FIVE-AND-EIGHTY 
POUNDS. 


By “hound,” of course, by custom one refers 


To SPECIAL (INCOME TAX) 
COMMISSIONERS .. . 

This is the second lot of tax, you know, 

On money that I earned two years ago 

(The shark, they say, by no means Nature's 
knight, 

Will rest contented with a single bite: 

The barracuda, who's a fish more fell, 

Comes back and takes the other leg as well). 


Somewhere deep in the income tax 
bureaucracy sat an official eager to 
answer verse with verse. Though Herbert 
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had paid, and overpaid, the tax man still 
no refund made: 


Dear Sir, 


It is with pleasure that I thank 

You for your letter, and the order to your 
bank... 

Your liability for later years 

Is giving your accountants many tears: 

And till such time as they and we can come 

To amicable settlement on the sum 

That represents your tax-bill to the State 

I'll leave the overpayment to its fate. 

I do not think this step will make you frown: 

The sum involved is only half-a-crown. 


Matched at his own game, the 70- 
year-old Herbert found the subject too 
taxing: 

I thank you, Sir, but am afraid 

Of such a rival in my trade: 

One never should encourage those — 
In future, I shall pay in prose. 


Reprinted by courtesy of the publishers of 
Time, the weekly news magazine. 
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The Commissioner took the view that 
a partnership did not exist, and that the 
income from the estate (including the 
farm properties) after payment of salaries 
to the three sons, was assessable to the 
taxpayer. The taxpayer’s representative, 
before the Board of Review, contended 
that the essential requirements for the 
establishment and operation of the part- 
nership had been met. The partnership 
had been registered, and as no period 
was fixed, it was a partnership at will, 
created verbally. The life tenant had 
agreed to the partnership proposal and, 
the partners were entitled to the income 
from the properties. 

The Commissioner argued that the in- 
tention of the taxpayer’s children to 
carry on the business as partners had 
not been implemented, and that the tax- 
payer, by not signifying in writing her 
intention to effectively divest herself of 
the right to receive the income of the 
estate, was merely making a series of 
gifts of that income to her children. 


The Board agreed that there was a 
clear and definite intention to create and 
operate a partnership the profits and 


losses of which were to be shared equally 
by taxpayer’s seven children, that each 
partner took part in the management of 
the business, that periodical distributions 
of profits were made to the partners, 
and that taxpayer and her co-trustee had 
agreed to the partnership arrangement. 

It was not considered, however, that 
the taxpayer as life tenant had effectively 
divested herself of the income of the 
estate to which she was entitled. Al 
though she had agreed to the properties 
being conducted and managed by the 
partnership, and the income therefrom 
being shared by the partners (the signing 
by taxpayer of her own income tax re- 
turn and the “partnership” return was 
evidence of her concurrence) she had 
signed no specific document by which her 
income as life tenant of the estate was 
assigned. The Board was of the opinion 
that what had been done did not con- 
stitute an equitable assignment of tax- 
payer’s income from the farm properties, 
and that the Commissioner’s assessment 
of that income to her as life tenant 
should be confirmed. 

Reported in 9 C.T.B.R. (N.S.) Case 
23, 10 T.B.R.D. Case No. K68. 





Queen’s Birthday 
Honours 


Congratulations are extended to 
the following members of the Aus- 
tralian Society of Accountants whose 
names appeared in the list of Birth- 
day Honours conferred by Her 
Majesty the Queen. 


Kt. (Knights Batchelor) 


Mr. D. J. MUIR, C.M.G., F.AS.A., 
of the Strand London, Agent-General 
in London for Queensland, Austra- 
lian representative on the Inter- 
national Sugar Council since 1951 
he was Council chairman in 1958. 
Previously he was Under-Secretary 
of the Premier’s and Chief Secretary’s 
Departments (Queensland) from 
1948 to 1951. 
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O.B.E. (Order of the British Empire, 

Officer) 

Mr. G. G. SINCLAIR, A.A.S.A., of 
East Melbourne, Victoria, Secretary 
of Country Fire Authority, Victoria. 

Mr. L. V. SMITH, M.C., A.A\S.A., 
of Northbridge, N.S.W., president, 
Maritime Services Board, N.S.W. 

Mr. K. W. EDWARDS, A.A:S.A., of 
Perth, Western Australia, general 
manager, Westralian Farmers’ Co- 
operative Ltd. 

Group Captain C. N. BLAKE, 
F.A.S.A., (R.A.A.F.) of Sandring- 
ham, Victoria. 


O.B.E. (Order of the British Empire, 
Member) 
Flight-Lieutenant W. 

A.A\S.A., A.C.A.A., 
Force) of Perth, 
tralia. 


TAUSS, 
(Citizen Air 
Western Aus- 
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Status of the Internal Auditor 


By G. D. McCOLL,* B.Sc.Econ., A.A.S.A., A.C.A.A. (Proy,), 
Lecturer in Accounting, The University of New South Wales. 


ECENT discussions! have raised the 
question: of .the status of the in- 
ternal auditor in the hierarchy of busi- 
ness undertakings, especially as it ap- 
pears that his position in Australia may 
be below that of his counterparts over- 
seas and may prevent him from effect- 
ively discharging his functions as they 
have been developed in recent years. 
This will, of course, vary from organisa- 
tion, to organisation, and it seems quite 
jikely that those Australian organisations 
having close. affiliations in Britain and 
America wil! more closely resemble their 
parent companies, and it should not be 
too much to hope that some of our more 
progressive companies of local origin are 
among those who gave encouraging ans- 
wers to questions asked by a research 
committee which reported recently. 


A full understanding of the pesition of 
the internal auditor presupposes some 
knowledge of the pattern of organis:tion 
applicable to modern businesses, a put- 
terh which varies considerably, not only 
because of the size and type of busi- 
nesses, but because of different beliefs as 
to the best “method of organisation?. 
Nevertheless ‘there are some principles 
which are firmly established, both in re- 
lation to the board of directors and to 
the executives of an undertaking. 


A great. deal of confusion seems to 
exist about the functions of the board, 
especially when, as often happens, the 
chief executive officers of a company are 
also members of the board, and may even 





*The author of this article recently returned 
to Australia after spending some years in Eng- 
land whcre he studied at the London Schoui of 
Economics and attained the degree of B.Sc. 
Econ. During the last two years of nis stay in 
England Mr., McColl was attached to the In- 
ternal Audit Department of the London Elec- 
tricity Board which has an annual revenue of 
some £65 million and a staff of 16,000. 
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constitute the whole of it. It should be 
clear, however, that directors, whether 
also executives of the organisation or not, 
when acting in their capacity as direct 
ors should do so with the interest of the 
whole organisation in mind and should 
not be thinking merely of their own de- 
partmental interest. 


Board meetings are not the place for 
petty departmental quarrels. After ex- 
tensive research in America, two Harvard 
experts reported that “our study indicates 
that misconceptions regarding directors 
are not uncommon among executives, 
directors, and also outside observers. 
These misconceptions have arisen in 
some instances from an over-emphasis on 
a legal approach to the problems of cor- 
porate management. In numerous other 
instances they have appeared because 
executives and directors, as many of 
them freely acknowledge, have not 
thought out fully the functions of the 
board of directors and the relation of the 
board to the other participants in a cor- 
porate enterprise. In still other cases 
misconceptions have grown out of the 
short-sighted practices of certain boards 
of directors and executives, from which 
unwarranted general conclusions have 
been drawn” *. 


. “The Internal Auditor—He Can Earn His 
Keep”, G. W. Beck, The Australian Ac- 
countant, October 1960; ‘‘Internal Auditing 
in Australia’, Statement on Accounting 
Practice No. 6, Report of the Resea 
Committee appointed by the Victorian Divi- 
sion of the Australian Society of Accoun- 
tants, issued as a supplement to The Aus- 
tralian Accountant, December 1960. (Later 
ceferred to as The Report and the Research 
Committee). 


. For an excellent account of the organisa- 
tion of several large British organisations, 
especially the ‘“‘giants’’. Unilever and LC.L, 
see G. E. Milward (editor), ‘Large-Scale 
Organisation”, The Institute of Public Ad- 
ministration, London, 1950. 

. “The Board of Directors and Business 
Management”, M. T. Copeland and A. EB. 
Towl, Graduate School of Business Admit 
stration, Harvard University, 1947; p. 136. 





The Australian Accountant, July, 1961. 














is 


The Burroughs Protectograph Cheque 
Signer is the fast, safe and economical 
means of eliminating those tedious hours 
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Safer by far than any manual signature, 
the multicoloured impressions produced 
by these modern machines present such 
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addition broad coverage insurance pro- 
tects against possible loss should a 
forgery be attempted. 

Two keys, non-resettable counter and 
other protective features ensure maxi- 
mum security. 
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Since 1899 the famous Protectograph 
Checkwriters have been guarding the 
Bank Accounts of the world. Burroughs 
to-day offers a full range of speedy but 
simple-to-use Protectograph machines— 
the ultimate in protection. 

Amounts entered on the adding machine 
short-cut keyboard are shredded right 
into the cheque paper with indelible ink 
—absolutely tamper-proof. 

These are but two of an extensive range 
of Cheque Signing and Writing 
machines. Automatic models combining 
both cheque writing and signing are 
available. High-speed, fully automatic 
Cheque Signers capable of processing up 
to 5000 cheques per hour are designed 
for large volume dividend jobs, etc. 
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The board’s function is, then, to de- 
cide overall policy on the basis of in- 
formation presented to it by its officers 
and by the use of the independent know- 
ledge and judgment of all the directors. 
They would be failing in their duty if 
they devoted their energies as directors 
to matters of less concern to the organ- 
isation. Having appointed the officers 
they consider capable of carrying out the 
organisation’s policies, and having de- 
cided on those policies, they must leave 
the execution of the policies to the chief 
executive and his staff. 


The Process of Delegation 


The amount of delegation of authority 
and responsibility necessary will natural- 
ly depend on the size and complexity of 
the organisation. Once this process 
begins, however, the problem of reconcil- 
ing the individual initiative of employees 
with the general aims of the organisation, 
presents itself. It is clear that there is a 
growing tendency to allow members of 
an organisation to exercise as much 
initiative as possible, because only in this 
way can the maximum benefit of the ser- 
vices of key personnel be obtained. 
Apart from the vital control of capital- 
expenditure and the appointment of the 
senior staff, management usually uses the 
three following methods of achieving the 
uniformity of general purpose which is 
required: 

The issue of “standing orders”, from which 
there is no deviation without reference 
“upwards”; 

The use of budgets to plan operations, and 


the comparison of results with these bud- 
gets; 


The activities of the central “functional” de- 
partments, which are expected to act as a 
co-ordinating influence by their contacts 
with the operational departments (and are 
especially useful in maintaining a degree 
of uniformity when devolution is geo- 
graphical, e.g., when several branches are 
engaged in similar activities but located at 
different points). 


The internal audit department is one 
of these departments and is often the one 
which maintains the closest personal con- 
lacts with other branches and depart- 
ments. It alone may have the authority 
to delve sufficiently deeply into the 
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activities of all parts of the organisation 
to ascertain whether overall policies are 
being effectively followed. Any serious 
deviations from such policies must, of 
necessity, be reported at a high enough 
level to ensure remedial action, if this is 
warranted. (It is not unknown for devia- 
tions to be accepted at the top, even if 
they have been conceived lower down.) 


It follows that the reports of the head 
of the internal audit department must be 
addressed to an executive senior enough 
for necessary action; there are some who 
believe that this reporting should always 
be to the chief executive, whatever his 
title. But one of the gains of delegation 
is that it enables more effective use to be 
made of the limited time available to the 
higher-paid (and usually most capable) 
members of the staff. In this respect, it 
is interesting to note that the chief execu- 
tive of one of the largest companies in 
the British Commonwealth “does the 
work that only he can do — but nothing 
more. In order to do this, he must have 
all the information he needs — but no 
more. An elaborate hierarchy exists to 
filter through to the big room just the 
necessary minimum of facts and choices”.* 


It can be argued that reports of the 
internal audit department will not often 
fall within this “necessary minimum”, 
and that the chief executive has not suffi- 
cient time to deal with their normal re- 
ports, but should only be informed of 
major matters. This is probably the 
dominant view in England, where the 
principal internal auditor normally re- 
ports to the chief accounting officer 
(whatever his title), while enjoying the 
right to see that his report reaches the 
chief executive if he considers it of suffi- 
cient importance. For other matters 
which have to be settled with other de- 
partments, the chief accounting officer is 
usually able to arrive at a suitable solu- 
tion with the other executives concerned, 
referring upward only in the case of dis- 
agreement. 





4. A description of the work of the chairman 
and chief executive of L€.I., Mr. S. P. 
Chalmers, which appeared in The Observer, 
London, 24 April, 1960. 
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Although, therefore, it may be desir- 
able that the principal internal auditor 
rank with the other top executives in an 
organisation, it does not mean that he 
need report on all matters to the chief 
executive; he should endeavour to secure 
satisfaction from his brother executives 
first. Even if he is responsible to the 
chief accounting officer (himself a func- 
tional executive), he will be able to satis- 
factorily discharge his duties provided 
that officer deals satisfactorily with mat- 
ters requiring attention. This does not 
conflict with the research committee’s 
recommendation that “ideally he should 
report direct to an executive who has at 
least overall administrative control of, 
and who does not personally supervise, 
accounting or other audited functions 
directly">. There will be few organisa- 
tions employing an internal audit depart- 
ment who will have the chief accounting 
officer personally supervising the audited 
functions. 


It will be unlikely, however, that this 
in any way justifies the principal internal 
auditor reporting directly to the board of 
directors as a whole®. If the chairman of 
the board is also the chief executive, he 
may receive reports and act on them, as 
may other executive directors in their 
capacity as executives, but internal 
auditing, like accounting, is an aid to 
management and its normal reports have 
little place in discussions of policy, which 
should occupy meetings of the board. If 
the principal internal auditor were him- 
self also a director, and he would cer- 
tainly seem to have the requisite qualifi- 
cations for being one, he would be ex- 
pected, in that capacity, to join with the 
others in pursuing the wider aims of the 
whole concern. 


Any suggestion that the principal in- 
ternal auditor should be directly respons- 
ible to the board of directors, and 
“should be regarded as the board’s in- 
spector” seems completely untenable; the 
chief executive is responsible for the 





5. The Report, p. 11. 

6. As suggested by Mr. C. C. Thompson in a 
letter to The Editor, The Australian Ac- 
countant, February 1961. 


execution of the policies and he would 
rightly reject any suggestion of an jn 
spector reporting over his head. (In this 
respect, it is perhaps unfortunate that the 
research committee used the words “re. 
porting directly to the chairman .. .” ip 
their report’ without making it clear that 
this referred only to cases where the 
chairman of the board is also the chief 
executive, which may not always be the 
case.) 


This does not mean that the directors 
are not entitled to check on results of 
operations; on the contrary, it is their 
duty to do so, by using the budget re- 
ports and other financial information pre- 
sented to them, and by asking relevant 
questions. They cannot expect the best 
results from their executives and staff if 
they appoint a policeman of their own. 
Referring to cases when boards did take 
action similar to this, the Harvard study 
previously referred to comments that 
“such arrangements are a dangerous in- 
vasion of the field of operations by the 
board of directors. They indicate a lack 
of teamwork. That lack of teamwork is 
a basic weakness in those corporations, 
and it is likely to be made worse rather 
than better by such action on the part of 
a board. It is incumbent on a board of 
directors to keep itself informed but at 
the same time to avoid jeopardising the 
integrity of the operating organisation”.’ 


The Human Qualities 


In fact it is not only important that 
the internal auditor should not be re- 
garded as an inspector of the board, it 
is also important that he dispels any 
ideas that his only purpose is to act as a 
policeman for someone “higher up”. He 
must establish the very best of relations 
with all levels of the organisation, other- 
wise he cannot possibly hope to succeed. 
Success depends on the co-operation of 
many people, and he must be something 
of a salesman of his own services. They 
must regard him not as an enemy but 4s 
a member of the same organisation anx- 
ious to co-operate with others in further- 
ing the overall interests of the concern. 





7. The Report, p. 21. 
8. Copeland and Towl, p. 94. 
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In an excellent address on the rela- 
tionships of the internal auditor to other 
employees, the supervisor of an Ameri- 
can internal audit department has com- 
mented that the internal auditor is 
obliged “to employ a great deal of tact 
and judgment in dealing with other em- 
ployees. The value of the internal audi- 
tor to management is dependant to a 
considerable extent upon his ability to 
cross departmental lines effectively with- 
out incurring the enmity or resistance of 
people in other departments”.® 


This means not only having an inti- 
mate knowledge of the structure of the 
organisation, but also being able to as- 
sess just where the “active” elements are 
and thereby going to the right source for 
information. It is well known that or- 
ganisation charts tell only a small part of 
the real story of how a concern works, 
but the internal auditor must employ 
great skill and diplomacy in keeping on 
terms with those who really keep the 
wheels turning, while not antagonising 
others in the hierarchy. 


Few rules can be laid down in this re- 
spect, so much depending on the indi- 
viduals concerned. The internal auditor 
will have to deal with those who are 
over-eager to use his services (perhaps 
for their own purposes) to those who are 
positively hostile and offer as little help 
as possible. There is little point in trying 
to train the big guns of authority on such 
people; they must be convinced of the 
usefulness of the department and its 
value to the organisation. It is one thing 
to convince management that an internal 
auditor has great value; it is another to 
convince departmental staff, and no direc- 
tion from management will do that. 


It follows that the selection of internal 
audit staff, at whatever level, must be 
made carefully, and only those who can 
combine the necessary ability with the 





%. “The Internal Auditor—Friend or Foe?” 
A paper presented to the National Con- 
ference of Electric and Gas Utility Ac- 
countants by Mr. A. J. Gregory, super- 
Visor, internal audit division, Wisconsin 
Electric Power Company, and reprinted in 
a Internal Auditor, December 1958, p. 
ol. 
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necessary tact should be considered. It 
is well established in the United King- 
dom that the department is used for the 
training of promising executives, and it 
goes without saying that only those with 
the necessary breadth of vision to act in 
the best interests of the organisation as a 
whole should be considered. (It may be 
that only the future executive is in fact 
properly equipped for the job.) 


It seems that the research committee 
which reported recently has not empha- 
sised this important aspect of the ques- 
tion, but Mr. E. F. Ratcliff, controller of 
a large American organisation, in dis- 
cussing this need for ability to get along 
with others, has said that “he does not 
have to be a back-slapping extrovert, but 
he must have a personality that will 
transmit a feeling of confidence and fair 
play. He should ideally avoid the ‘police- 
man’ attitude as well as any indication 
that auditing occupies a pedestal, with 
himself on top looking down.” ?° 


Relations with the External Auditor 


The research committee has expressed 
surprise that for one-third of the organ- 
isations replying to their request for in- 
formation, the internal auditor’s reports 
or working papers were not examined by 
the external auditor “which may indicate 
a lack of awareness on the part of some 
external auditors of the assistance avail- 
able from internal audit work”."! In the 
United Kingdom, a survey showed that 
less than one-half of the organisations 
answering a questionnaire actually sent a 
copy of the internal audit reports to the 
external auditors, although the London 
Chapter commented that “there ap- 
peared to be very few instances where 
internal auditor reports were not avail- 
able to the external auditors or com- 
municated to them by other means”.’” 


It is clear that the initiative in this 
respect rests with the external auditor, 





10. Delivered at an American Management As- 
sociation meeting, and reprinted in The 
Internal Auditor, December 1958, p. 9. 


11. The Report, p. 14. 


12. ‘Internal Auditing in the United Kingdom”, 
The Internal Auditor, December 1959, p. 18. 
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because internal auditors will invariably 
be happy to make available the results of 
their work. The fact that some of the 
foremost firms of auditors choose not to 
peruse internal audit reports is based on 
a belief that their statutory duty still re- 
quires them to carry out a test of the 
various transactions of the concern, and 
this view undoubtedly carries much 
weight. Such auditors probably accept 
internal audit departments as additional 
guardians of internal control, but feel it 
unnecessary to peruse their more detailed 
reports. This does not mean that any 
checking need be duplicated or that no 
co-operation takes place. A partner in 
one of the best-known auditing firms has 
suggested the areas in which co-ordina- 
tion should take place, while stressing 
the different aims of the people con- 
cerned’*. 


It follows that the institution of in- 
ternal audit in an organisation does not 
necessarily reduce the cost of the statu- 
tory audit, but this should not deter firms 
from setting up such a department. As 
with improved costing and budgeting 
procedures, and with the use of many 
mechanical accounting methods, the 
utility of the internal audit department 
depends on its service to management 
and that should be the criterion for its 
incorporation in the organisation. 


Similarly it must be recognised that 
the internal auditor is no substitute for 
an organisation and methods department, 
or for external advice in this regard. 
That he should be given an opportunity 
to advise on the audit aspects of any new 
system before it is installed, and carry 
out an audit of the system as soon as 
possible after it has been installed, goes 
without saying. 


On the matter of audit programmes, 
it is of great importance that internal 





13. ‘Meeting with the Company’s External 
Auditors on a Joint Program’, Mr. C. 
King, partner, Deloitte, Plender, Haskins 
& + The Internal Auditor, Fall 1960, 
p. ; 


auditors be left a great amount of dis- 
cretion to vary these and extend them as 
necessary, and without undue difficulty, 
Situations in large organisations change 
quite frequently and the internal auditor 
cannot expect to be consulted before. 
hand on every little alteration that takes 
place from time to time, but when he 
comes around to the next audit he must 
be able to exercise a flexible approach 
without being tied to a lot of detail work 
which may well miss the main points. 


Many will be dismayed at the research 
committee’s report that “it is evident that 
internal auditors in this country are pri- 
marily occupied with checking and test- 
ing the accounting, stores and other 
financial records” **. It is clear that in 
the U.S.A. and the U.K. much thought 
is being given to the advancement of in- 
ternal auditing, and from lectures given 
to the London Chapter of the Institute of 
Internal Auditors’® it is clear that large 
organisations there are using their de- 
partments very effectively’®. 


There are few internal auditors in 
those countries sitting at their desks 
doing routine tasks, and even fewer 
doing any accounting work. There is no 
doubt that they are engaged in the re- 
view and appraisal of the adequacy and 
application of operating and _ financial 
controls; examination of compliance with 
management’s policies, plans and pro- 
cedures; verification of the proper pro- 
tection of assets and direct service to 
management on special projects; and are 
becoming increasingly concerned with 
the appraisal of policies and proced- 
ures!’. 





14. The Report, p. 9. 

15. The last lectures which the author attended 
in London included addresses by the chief 
internal auditors of Shell-Mex and B.P. 
Ltd., and the British Oxygen Co. Ltd. 

. See, for example, “Internal Audit in & 
Large Organization’, by E. S. L. Vincent, 
Deputy Chief Internal Auditor of British 
Overseas Airways Corporation, in The In- 
ternal Auditor, Fall 1960, p. 9 

. The Report, p. 9. 
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The Secretarial Function in a Public 
Accountant’s Office* 


Foreword 


The seal of legal authority was set 
upon the office of “Secretary” in respect 
of every incorporated company in Vic- 
toria, even before the proclamation of 
the Victorian Companies Act 1958. In 
that Act the authority is expressed 
concisely and definitely in the following 
terms:— 


Section 110: 

(1) Every company shall have one or 
more secretaries each of whom 
shall be a natural person and one 
of whom shall be a person normally 
residing in Victoria. 

(2) The sole director of a proprietary 
company shall not act as secretary 
for the company. 


(3) The secretary shall be appointed 
by the directors and shall be 
present at the registered office of 
the company by himself or his 
agent or clerk on the days and 
hours during which the registered 
Office is to be accessible to the 
public. 


It is also required by Section 112 (i) 
that “Every company shall keep at its 
registered office a register of its directors, 
managers and secretaries. The register 
must contain certain prescribed parti- 
culars. Under Section 112(4) 


(a) The company must lodge with the 
Registrar within 21 days of incor- 
poration, a return in the prescribed 
form showing the particulars 
specified in the register. When 
any change occurs in these parti- 





*A paper delivered at a Public Accountants’ 
Convention arranged by the Victorian Divi- 
sion of the Society and held at Shepparton, 
Victoria, on 7 to 9 April, 1961. 
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culars Section 112(4)(b) requires 
that within 21 days particulars of 
such change shall be notified to 
the Registrar in the prescribed 
form. 


If importance is thus attached to the 
appointment of the secretary and the 
registering of particulars, it is surely 
implied that he has certain statutory 
duties to perform in respect of the com- 
pany making the appointment, quite 
apart from the range of duties and 
responsibilities to be covered by him in 
the practical needs of the company. 


Although there is considerable differ- 
ence between the volume of work usually 
coming within the scope of the secretarial 
duties in a “public” company with stock 
exchange listing, compared with those 
in a “proprietary” company, basically the 
statutory duties are much the same in 
each case. It may, of course, be con- 
tended that in the “public” company 
these duties are more important because 
of the wider range of people affected, 
the frequency of transactions, the import- 
ance of timing, the service to be rendered 
to stock exchange, stock and _ share- 
brokers, and the investing public. 


In the proprietary company, many of 
these things do not arise. The work is 
more secluded; it does not catch the 
public eye; there is no obligation to the 
stock and share market. 


On the other hand, there is an obliga- 
tion to the shareholders of the proprietary 
company, even though those may be 
restricted to the family circle. 


There is also the obligation resting 
upon the proprietary company, because 
of its privilege of limited liability and 
its exemption from many of the pro- 
visions of company law, to keep its 


359 





secretarial functions and __ secretarial 


records in really good order. 


This paper will be almost exclusively 
concerned with the secretarial function 
as applied to proprietary companies. 

References to company law will be in 
respect of the Victorian Companies Act 
1958. 


Introduction 


It is not the intention in this paper 
to deal at any length with the growing 
practice of having the secretarial function 
of public companies performed by 
specialist share registry offices. These 
services are Offered by such enterprises 
as the Commonwealth Trading Bank, 
certain other trading banks, and public 
accountants. The work usually involves 
such functions as:— 


Handling the work associated with 
new share issues or other forms of 
capital raising. 

Opening and processing share and 
debenture registers. 

Processing share transfers and issuing 
share certificates. 

Handling dividend distributions, note 
and debenture interest payments. 
Filing statutory documents such as 
returns of allotments, annual returns 

and so on. 


In these circumstances, the secretarial 
function passes largely from the com- 
pany secretary, although his legal respon- 
sibilities cannot be delegated. The com- 
pany is relieved of the necessity of main- 
taining a share department and avoids 
the inconvenience of handling a large 
volume of secretarial work in conjunction 
with trading operations. Special provi- 
sions had to be brought into the Com- 
panies Act to allow for the keeping of 
share registers at an address other than 
the registered office of the company. 


Section 127(i) is expressed in these 

words:— 

The register of members and index (if 
any) shall be kept at the registered 
office of the company: 

Provided that— 

(a) if the work of making it up is 

done at another office of the com- 
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pany it may be kept at that other 
office 

(b) if the company arranges with some 
other person to make up the 
register on its behalf it may be 
kept at the office of that other 
person at which the work js 
done— 


but it shall not be kept at a place out- 
side Victoria. 


The company in these circumstances 
is obliged to give notice to the Registrar 
of the place at which the register and 
index (if any) is kept (Section 127(2)) 
The remainder of this paper will be 
devoted to the secretarial function in 
relation to proprietary companies. 


Reasons for Increase in the Secretarial 
Work 


The proprietary company is an import- 
ant entity in the Australian economy, and 
has been for several years. Each year 
the total number of these companies 
registered in the various States increases. 
From this standpoint alone the volume 
of secretarial work to be handled also 
increases. 


Amendments to company law from 
time to time often have the effect of 
adding something to the secretarial 
function in proprietary companies. 

Usually as a business enterprise moves 
through the stages of sole trader, partner- 
ship to proprietary company, the practis- 
ing accountant who is looking after the 
affairs of the business, steers the pro- 
prietors along the most appropriate 
course. 


In these circumstances, it is natural 
that when the stage of proprietary com- 
pany is reached, the practising account 
ant may be expected to look after the 
secretarial function which is created by 
incorporation. Few proprietary com- 
panies, especially those of the “family” 
type, employ a capable secretary — one 
who is well informed on statutory requife- 
ments. The practising accountant is for 
the most part better qualified to catty 
out this work, in a manner which 
keep the company out of trouble with 
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the Registrar. There is a tendency for 
an increasing volume of this work to 
be handled in the office of the practising 
accountant. This implies that a suitable 
organisation be set up to ensure that the 
function is handled efficiently. 


Statutory Records 


Even before a company is_incor- 
porated, the secretarial function is in 
action. Certain documents need to be 
prepared before registration can be 
effected, e.g. consent of directors to act. 
It is well to ensure that copies of all such 
documents be retained for the records. 


Certain records must be brought into 
operation as soon as the company is 
incorporated. Among these are the 
minute book, the share register, and the 
share certificate book. There is legal 
sanction for each of these. 


Minute Book: 

Section 123(i). Every company shall 

cause:— 

(a) Minutes of all proceedings of 
general meetings, and of meetings 
of its directors and of its managers 
(if any) to be entered in books 
kept for that purpose. 

(b) Every such minute to be signed 
by the chairman of the meeting 
at which the proceedings were had 
or by the chairman of the next 
succeeding meeting. 


Minutes are evidence of proceedings 
and the section applies to all companies. 
It may be argued that formal meetings 
are the exception rather than the rule in 
proprietary companies. Even so, the 
minute book should be used to record 
those matters which have a statutory 
significance either in respect of directors 
or shareholders, though the matters of 
general business significance may not be 
the subject of formal resolutions. 

Whether separate minute books are 
kept for directors’ minutes and share- 
holders’ minutes is a matter of choice 
a far as proprietary companies are 
concerned. Generally the distinction is 
hardly necessary. 


Most proprietary companies provide 
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in their Articles for directors’ resolutions 
to be passed without the holding of 
formal meetings. A resolution signed by 
all directors is usually effective, but the 
place to record such a signed resolution 
is in the minute book. 


A practising accountant handling the 
secretarial function for a large number 
of companies will be well advised to 
standardise on the kind of minute book 
used. This will facilitate filing and 
identification. It will also enable a 
standard size paper to be used for 
typing minutes. Usually the form of 
minute book most suitable is a bound 
book into which the typed sheets may 
be pasted. 


Bearing in mind that the minute book 
is a statutory book which may need to 
be produced as evidence, it is well to 
have it in a condition which will make 
it an effective record. 


Share Register (Register of Members): 

Section 126(i): Every company shall 
keep a register of its members and enter 
therein — 

(a) the names and addresses of the 
members and in the case of a 
company having a share capital, a 
statement of the shares held by 
each member, distinguishing each 
share by its number (if any) 
evidencing the member’s holding 
and of the amount paid or agreed 
to be considered as paid on the 
shares of each member 

(b) the date on which each person 
was entered in the register of 
members 

(c) the date at which any person 
ceased to be a member 

(d) in the case of a company having 
a share capital the date of every 
allotment of shares to members 
and the number of shares com- 
prised in each such allotment. 


In other words, a complete and accurate 
record of all share movements in the 
company. The entry of a person’s name 
in the register of members is prima 
facie evidence of the right, title and 
interest in those shares. 
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Although the share register of a 
proprietary company is not _ usually 
active in the sense that the register of a 
public company is active, it is important 
to see that it is kept up to date and 
records at all times the statutory parti- 
culars of shareholdings and all move- 
ments which take place in those share- 
holdings. It should also be remembered 
that the share register is also a statutory 
record and may be required to be 
produced as evidence. Standardisation is 
well worth while in share registers as in 
minute books. 


Share Certificates: 

Section 66(1): A certificate under the 
common seal of the company specifying 
any shares held by any member shall be 
prima facie evidence of the title of the 
member to the shares. 

Other provisions of Division 6 of the 
Act imply that a shareholder is entitled 
to a “certificate of title” to his shares 
and the importance of share certificates 
becomes all the clearer when they are 
lost or destroyed and considerable fuss 
is experienced before they -are replaced. 


Although these matters are of less 
importance in the proprietary company 
than in the public company, it can hardly 
be denied that each shareholder is entitled 
to a certificate or certificates for the 
shares held. 

In this matter also standardisation of 
share certificate books will be helpful in 
the work of the practising accountant. 
Certificate butts should record the 
personal particulars of shareholders and 
particulars of shares. These observations 
apply even though proprietary company 
shareholders are notoriously careless 
about their share certificates. 


It is a good idea for all concerned for 
the practising accountan tto arrange to 
keep the certificates on file on behalf of 
the shareholders. When share transfers 
are to be made, the certificates are then 
available for cancellation in respect of 
the shares transferred. 


Statutory Documents 


The secretarial function is involved 
with many documents of statutory signi- 
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ficance and it is well for the practisj 
accountant to be equipped with supplies 
of these forms which are obtainable from 
law stationers. As they are in the pre. 
scribed form they facilitate compliance 
with statutory requirements. 


When these statutory forms are pre- 
pared for filing with the Registrar, it js 
good practice to prepare a carbon copy 
of the essential particulars at the same 
time. These copies should be placed in 
the minute book alongside the appro- 
priate minutes which refer to the matter 
covered by the prescribed form. 


Included among these forms are:— 

Return of directors, managers and 
secretary. 

Location of registered office. 

Location of share register (if other 
than registered office). 

Return of allotment of shares. 

Change in location of registered office. 

Annual return. 

Copy resolutions. 

and so on. 


It is far more convenient to have 
copies of these documents in the minute 
book than in some other place or worse 
still, no copy at all. 


The Common Seal 


Each incorporated company needs to 
have a common seal and to provide by 
its Articles the authority for the use of 
the seal. Many proprietary companies 
by their very nature will use the seal 
frequently. Whether the practising ac- 
countant handling the secretarial function 
should retain the seal in his own office 
or whether it should be kept at the office 
of the company is a matter of choice. 
Probably the seal will be kept more 
safely by the practising accountant. He 
will also by this means be able to keep 
proper minutes of the affixing of the 
seal to various documents and to record 
appropriate particulars in these minutes. 
It is not unusual for the practising ac- 
countant or one of his staff to act as 
secretary for the company and to attend 
to matters requiring the seal. This 
not practicable if the practising account 
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ant accepts appointment as auditor of 
the proprietary company. 

When a large number of company 
seals are to be taken care of they present 
a problem. They are awkward to accom- 
modate in any accessible way, but they 
need to be available promptly when 
required. 

Probably the best way to store them 
is to have a wooden open faced cabinet 
with sliding trays fitted. These trays are 
bored with holes at appropriate spaces 
and the holes are large enough to take 
the handle of the seal in an upside down 
position. The flat portion of the seal can 
be suitably marked with the name of the 
company along one edge which would 
face the front of the cabinet and be 
easily read. 


When the seal is frequently used, as 
in the case of companies dealing exten- 
sively in real estate transactions, it is 
as well to maintain a “Seal Register” to 
record the main particulars of each seal- 
ing. Once a month, a minute can then 
be made ratifying the affixing of the 
seal to all the documents as recorded 
in the register during the month. This 
saves a large number of separate 
“sealing” minutes. Generally proprietary 
companies use the rubber impression 
type of seal rather than the metal 
embossed type of seal. 


Tax Planning 


The practising accountant engages in 
a significant amount of tax planning on 
behalf of clients. The proprietary com- 
pany is used extensively in this activity. 
Quite often the overall pattern of tax 
planning is complex, involving several 
proprietary companies. Also, share 
structures designed to give effect to the 
tax plan are also complex as to dividend 
provisions, voting rights, return of capital 
in winding up and so on. 


The secretarial function has an im- 
portant part to play in this context. The 
importance of correct minutes, proper 
Statutory documents, and up to date 
statutory records cannot be overlooked. 
The necessity to ensure that shares are 
properly allotted, that returns of allot- 
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ments are filed promptly and that annual 
returns reflect all share movements 
emphasises the part an efficient secre- 
tarial function can play in providing the 
appropriate evidence of the operation of 
the plan. 


Dividend declarations should be pro- 
perly recorded and give effect clearly to 
the intentions of the directors concern- 
ing different classes of shareholders. 
Share registers should always record the 
movements in shares and be kept up to 
date. Another important matter in this 
context is the transfer of shares which 
may become necessary from time to time. 
Proper transfer forms should be prepared 
and signed by the appropriate parties. 
The consideration for the transfer should 
be clearly expressed and should be a 
fair expression of the value of the shares 
involved. The appropriate stamp duty 
must be affixed to the transfers or alterna- 
tively the transfers should be submitted 
to the Comptroller of Stamps for assess- 
ment. These stamped transfers should be 
kept carefully filed and this is best 
attended to by the practising accountant. 


The Company Register 


The secretarial function involves a 
number of matters which must be 
attended to at intervals and within pre- 
scribed filing dates if penalties and fines 
are to be avoided. Ready reference musi 
therefore be available to enable the 
practising accountant to comply with 
these requirements. There are a number 
of alternatives available but basically 
whatever kind of record is used it should 
contain such particulars concerning each 
company as the following:— 


Name of company. 

Date of incorporation. 

Registered number. 

Authorised capital. 

Issued shares — total number. 

Names and particulars of directors. 

Name and particulars of secretary and 

public officer. 

Address of the registered office. 

Bankers and signing authority. 

Authority for signing under seal 
and so on. 





Such a record will provide a ready 
reference to the main particulars of the 
company and its officers. The record 
should also provide the information 


about the date of the annual general 
meeting of the company and dates of 
filing the annual return. 


A loose-leaf lever-arch file suitably 
indexed and with sheets of quarto size 
is a useful kind of device for this 
purpose. When the number of com- 
panies runs into several hundreds, some- 
thing better is required. A good unit is 
a steel cabinet about 20 inches high 
with several sliding drawers containing 
slotted pockets into which suitable cards 
can be accommodated. The information 
already mentioned can be recorded on 
the front of the card and particulars of 
annual meetings and filing dates of 
annual returns can be recorded on the 
back of the card. 


Coloured pointers can be fitted into 
the visible slots to indicate the months 
of the year in which annual returns are 
due; alternatively this can be organised 
in quarters rather than in months. 


Incomplete Records 


Sometimes the practising accountant is 
asked to take over the affairs of com- 
panies which have been operating for 
some time. The secretarial function may 
have been somewhat neglected, and 
consequently may be in bad shape. Every 
effort should be made to build up the 
secretarial statutory records right from 
the date of incorporation. This is often 
difficult. The first essential is to obtain 
a copy of the Memorandum and Articles 
of the company. If no copy is available, 
the file at the Registrar’s office should be 


searched and a copy of statutory docu- 
ments taken. 


The subscribers’ names can be obtained 
from the Memorandum, and probably 
particulars of directors, registered office, 
share allotments and annual returms, 
including particulars of share transfers, 
can be obtained from the Registrar’s file 
for the company. 


From this information statutory records 
can be constructed. Of course there is 
no certainty that the requirements of 
the Registrar’s department have been 
complied with, in which case there may 
be very little on record. In this case it 
is well to establish certain definite facts 
with those controlling the company and 
then to get the supporting documents 
filed and minutes, share register and 
share certificates prepared. 


Legal Practice 


There are several matters associated 
with the secretarial function which border 
on legal practice. The practising ac 
countant must be careful not to infringe 
upon these matters which are the parti- 
cular province of the legal practitioner. 
In Victoria the provisions of the Legal 
Practitioners Act must be observed. 
Generally speaking the filling in and 
filing of “prescribed” forms will not 
infringe the provisions of the Act which 
is directed mainly to those documents 
which create a legal relationship between 
parties. 

Drawing up Memorandum and Articles 
is the province of the legal practitioner, 
and after the company is incorporated 
the secretarial function usually passes 
into the hands of the practising account- 
ant, who in most cases will have co- 
operated with the legal practitioner i 
the incorporation of the company. 
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The Funds Statement 


AND THE CONTRIBUTION OF THE FUND 
THEORY OF ACCOUNTING 


By HARRY LEVY, B.Ec., A.A.S.A., A.C.A.A. 


Funds Statement or, as it is more 
generally known, “The Statement of 
Source and Disposition of Funds” is 
becoming increasingly important as an 
accounting report bridging the gap 
between the conventional revenue ac- 
counts and the balance sheet. Significant 
both for financial control purposes and 
as a medium for reporting to manage- 
ment and shareholders, this statement, 
giving expression to the underlying 
financial movements not explicitly shown 
elsewhere, is nevertheless difficult to 
follow, limited in application and in the 
degree to which it achieves its purpose. 
This article will consider three aspects 
of this subject, viz.: the form and nature 
of the conventional funds statement; 
practical use and suggested supplementary 
reports; the light which the fund theory 
of accounting as expounded by Prof. W. 
J. Vatter throws on the field which the 
statement is designed to cover. 


THE CONVENTIONAL FUNDS 
STATEMENT 


Before examining the form in which 
the funds statement is generally pre- 
sented, it is desirable to consider the 
purpose for which it is compiled, and 
the essential nature of the concept 
“funds”. 


Objects of Funds Statement 


(1) To bridge the gap between the in- 
come statements and balance sheet, 
showing how the income earned 
during a period has become invested 
in different forms of assets. 

(2) As a by-product of this, the state- 
ment is used to explain movements 
in the bank account (debit balance 
or overdraft) and reconcile this with 
the income result disclosed. (Whilst 
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this is not the fundamental aim of 
the statement, in practice it is applied 
to this end.) 

(3) To summarize and trace how funds 
existing at the beginning of a period 
are re-deployed during the period, 
and in particular trace the conversion 
from circulating to fixed capital and 
vice versa. 

(4) To assist the control of the financial 
balance of an enterprise. 

(5) To expound for those not trained in 
accounting technicalities, the nature 
of factors (1) to (3) above. 

To achieve these objectives, the state- 
ment, which may be compiled in several 
ways, gives explicit expression to the 
following three fundamental operations, 
an understanding of which is essential to 
intelligent compilation and _ utilization:— 

(a) The net flow of funds into a busi- 
ness entity during a period as disclosed 
by the balance sheet and the revenue 
accounts — the net inflow of funds into 
the entity pool of resources. 

(b) The redisposition of funds within 
the entity during the period — the release 
of funds from some forms of investment 
and their deployment into others. 

(c) The net flow of funds (other than 
operating outlays) out of the entity during 
the period. 


The Nature of Funds 


Having considered the objects of the 
statement of funds, it is essential to obtain 
an understanding of the nature of the 
concept “Funds”, for too often difficulties 
in compiling or understanding this report 
arise from the misconceived identification 
of the term with “Cash”. 

At the outset it should be observed 
that the term “Funds” is a concept 
broader than (but nevertheless embrac- 
ing) the item “Cash”. In fact this associa- 
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tion of the terms has led to the use of 
the statement as an explanation of the 
movement in the bank/cash account of 
a business. 

For purposes of the funds statement 
the concept “Funds” is used to cover 
“entity resources” or “entity currency”, 
but possibly the general term “Purchas- 
ing Power” may most conveniently be 
used. The funds of the business, in fact, 
consist of the resources which are 
marshalled, by and for carrying out the 
objects of the enterprise. 

It will be noted that the “Funds” or 
“Purchasing Power” may vary consider- 
ably in degree of liquidity, in fact the 


conversion of entity purchasing power 
from one degree of liquidity to another, 
is constantly occurring. 


Degrees of Liquidity of Funds 

1. Perfectly liquid (generally acceptable) 
purchasing power, held in the form 
of cash or bank credits. 
Legal claims to liquid purchasing 
power (cash), that is debtors, pre- 
payments and amounts outstanding. 
The next degree of liquidity is seep 
in an asset such as stock wherein the 
distance from cash is one step further 
removed, the path to liquid purchas- 
ing power being from stocks to 


FIGURE I 
POUND MANUFACTURING CO. LTD. 
Balance Sheet Variation Statement 





30/6/1959 


Last Year 


This Year 


30/6/1960 Increase 





£ 
Issued capital .. .. 
General reserve 


Profit and loss appropn. account 


SHAREHOLDERS’ FUNDS 


— and amounts outstand- 
‘ ae 190,000 
steckn’ on hand 450,000 
TOTAL CURRENT ASSETS 
Deduct 
Sundry creditors 
Bank overdraft .. . 
Provision for taxation 
Provision for dividend 


TOTAL CURRENT Sate 
BILITIES 


WORKING CAPITAL . 
Land and buildings . 
Plant and mac many equipment, 
ene GA! 6 720,000 


995,000 


Less Provision for depreciation 383,000 


TOTAL FIXED ASSETS .. 
Deduct: 
Deferred liabilities — 
Loan on mortgage .. 


NET ASSETS 





94,000 


644,000 


640,000 


612,000 
904,000 


260,000 
644,000 


£ £ 
360,000 
200,000 
97,000 


£ 
10,000 
f 80,0902 


| 





657,000 13,000 








210,000 20,000 
440,000 — 


650,000 _ _ 
10,000 
40,0008 


10,000 


158,000 
150,000 
33,000 
22,000 


32,000 
33,0008 


44,0007 
44,0008 
363,000 —_ - 


287,000 _— 5,000 
5,000° 
50,0002 








280,000 
760,000 


1,040,000 
420,000 


10,0004 


6,000 
1 43,0002 


8,000 





620,000 
907,000 








250,000 
657,000 




















COMMENTS: 


a of additional 10,000 shares of £1 
each. 
Net profit before tax for year. 
Tax provision for year. 
Dividend for year. 
Tax paid for year ended 30/6/59. 
. Tax provided for year ended 30/6/60 
Dividend paid (final year ended 30/6/59; 
interim, year ended 30/6/60). 


8. Dividend provided, interim and final, year 
30/6/60. 

9. Additions to factory premises. 

10. Additional plant purchased. 

11. Plant sold during year. 

12. Depreciation charged for year. 

13. Provision for depreciation on plant sold. 

14. Payment of instalment due during year. 
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claims to cash (debtors) thence by 
settlement to cash. 

. Finally come fixed assets which are 
not intended directly for conversion 
in attaining the objectives of the 
entity, but by contributing or releas- 
ing services, enable stock to be pro- 
duced, which in turn leads to claims, 
thence to cash. 


With each type of asset in which entity | 
funds may be congealed (degrees of 
liquidity) it will be noted that there is 
a greater risk of loss if it is desired to 
convert into perfectly liquid (generally 
acceptable) funds, without delay. Such 
is the essential nature of liquidity. 

Funds — entit urchasin wer — - 
cover resources having all these degrees 
of liquidity, and are made available to 
the entity by it accepting liabilities, thus 
the final accounting equation. Funds, 
less specific liabilities (equities), equals 
proprietor’s residual equity. 

Before examining the forms in which 
the subject statement may be expressed, 
it is intended to summarise the various 
specific items which will be explicitly 
shown therein. 

Funds are made available from the 
following: Inflow from proprietors, e.g. 
additional share capital; inflow from 
external creditors (I) current, e.g. increase 
in amount of credit extended by suppliers 
or bankers and (II) long-term, e.g. 
mortgage loans or unsecured note issue; 
operating accretions resulting from trad- 
ing, although these do not correspond 
exactly with accounting profit; inflow 
from sundry sources, (a) disposal of fixed 
assets and (b) income from non-trading 
ventures, e.g. rents, investment income; 
release from existing working funds, e.g. 
reduction of stocks or debtors. 

Funds are applied by their flow to 
shareholders for dividends; external 
parties for acquisition of fixed assets; 
current creditors to reduce indebtedness 
‘0 suppliers; long-term creditors for 
telirement of long-term loans; and share- 

ts for return of share capital. Funds 
are also applied by redeployment for 
increasing inventories and extending addi- 
onal credit to suppliers. 
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The Comparative Balance Sheet 


The basic form of the funds statement 
is seen in the comparative balance sheet, 
showing the movement in each of the 
items of assets and liabilities in tabular 
form (Refer Fig. I. 

It will be noted that a remarks section 
is included to contain details obtainable 
only from the revenue accounts, thereby 
bridging the gap to this. Thus in the case 
of the profit and loss appropriation 
account in the example shown the net 
difference of £3,000 is expanded in the 
difference column to show:— 

Increase £80,000—(net profit for year) 

Decrease £33,000 — (tax provided on profit 

of year) 

Decrease £44,000 — (interim 

dividend for year) 

In the same way the depreciation 
charged for the year, £43,000, is 
explicitly shown, and the effect of the 
retirement of fixed assets on the provision 
for depreciation made clear. 

The following additional operational 
data are given:— 

POUND MANUFACTURING CO. LTD. 


STATEMENT OF OPERATIONS FOR YEAR 
ENDED 30 JUNE, 1960 
£ 


and final 


£ 
500,000 


Sales pp as 
Less Cost of Sales:— 
Depreciation .. 
Other 


13,000 
377,000 
—— 420,000 


80,000 
33,000 


~ 47,000 
44,000 


costs 


Net profit before tax .. 
Tax provided on profit . 
Net profit for year .. .. 
Dividends declared .. .. 
5,000 


50,000 


Additions to buildings . 
Additions to plant .. .. 


retired, 
cost ** 


for deprecia- 


Plant 


during 
year, » «6 


10,000 


Provision 


tion .. 6,000 


Book value .. 4,000 

The form of funds report submitted 
above gives a comprehensive picture of 
the movements in the various items com- 
prising the financial position. However, 
the large amount of detail can be more 
readily digested if the comments be 
condensed into the familiar form of 
narrative statement shown in Fig. II:— 
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FIGURE I 


ND MANUFACTURING CO. 


ee 


PO 
Statement of the Source and 
Punds for the 12 eae en 


Funds were made available 
from:— 
Issue of share capital .. .... 
Operation of Trading— 
Net profit for year . 
Depreciation charged ‘in’  de- 
termining profit .. 
Reduction of stocks . 
Increase in bank overdraft 


Sale of fixed assets ....... 
Total funds available . 


These funds were applied to:— 
Increase of assets— 
Additions to fixed assets .. 
Increase debtors .. .. oe 


Reduction of liabilities— 
Reduce sundry creditors 
Reduce liability on mort- 

CE cs aes OS etree 


Payment of income tax .. 
Payment of dividends .. .. .. 


Total funds applied .. 


£ 


80,000 


55,000 
20,000 


10,000 
10,000 


LTD. 
tion of 
June, 


£ 


20,000 
40,000 
44,000 


179,000 


It will be observed that this form of 
the statement clearly achieves the major 
objectives of the report, giving explicit 


Issued share capital 
Reserves 


Profit and loss appropriation . Prete ae aS 
Dene ND tes kG Aas See 


Land and buildings .... .... 


Plant and machinery, equipment, me een a 


Less provision for depreciation 


ree ea eee 


Debtors and amounts conenieng « 


Stocks 


Total Funds Employed 


expression to the movement in the bank 
overdraft and proving a useful manner 
of presentation for use by general manage- 
ment and financial experts, as well as 
being a form of report assimilated by 
shareholders. 

Two major limitations may however 
be noted; the problem of explaining the 
necessity (particularly to the uninitiated) 
of regarding depreciation as a source of 
funds available, and the fact that the 
movement in net working capital is not 
explicitly shown or emphasised. 

It will be found that the presentation 
of data in the manner shown in Figs, Ill 
and IV will prove of practical use in 
watching the financial health of a busi- 
ness from month to month, whereby the 
movement during the current month is 
compared with the general trend since 
the date of the last published balance 
sheet. The use of the last published 
annual balance sheet as a base is found 
of practical significance as businessmen 


FIGURE Il 
Comparative Balance Sheet 
Month of 


Total Current Assets seis: (iehacsadel\eeneianeneaas ae 


ee 


Sundry creditors 
Provision for tax .... . 
Provision for dividend . 


Total Current Liabilities 5 2 


Loan on mortgage .... ... 
Total Deferred Liabilities 


Total Liabilities 
Net Assets .... . 
Working Capital 


368 





This month 
£000 


Last month | 


Last published 
£000 


balance sheet 





| 
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tend to look upon this as the point from 
which progress or movement can be 
measured. The use of round thousand 

ds assists understanding and diges- 
tion of the figures. 


Alternative Form of the Funds Statement 


The forms of the Funds Statement al- 
ready discussed, have been developed 
into a more sophisticated expression for 
use, basically, by the trained financial 
executive, whereby emphasis is moved 
from the movement on the overdraft to 
the change in the working capital or 
working funds of the business. However, 
whilst the flow of funds between the fixed 
and working assets of the entity is high- 
lighted, in order to obtain detail of the 
movements within the circulating capital 
it is necessary to consult the data shown 
as an addition at the foot of the state- 
ment. 

From this point of view it is suggested 
that this form of the funds statement is 


not as readily understood or followed by 
persons without accounting training. 

An example of the fund movements 
previously considered is shown in the 
modified form in Fig. V. 


Limitations of Funds Statements 

The conventional forms of the Funds 
Statement presented can now be examined 
in the light of their limitations and the 
extent to which they achieve the basic 
objectives of preparation considered. 

It is claimed that the statement gives 
a clear explanation of the movement in 
the bank position. In the form considered 
in Fig. V this is by no means achieved 
and whilst the change in this item is 
clearly shown in the first form of the 
statement considered it is still difficult 
for both the trained and untrained to 
follow the movements causing change. 

As the primary function of the state- 
ment is not to show cash flows, its use 


FIGURE IV 
Balance Sheet Variation Statement 


Month of 


Funds Available — 
Issued share capital 


Profit for period (before tax) 0 0.0... Bivens 


Depreciation charged . 


Increase in bank overdraft ela ht ie ss “a 


Increase in creditors .... .... .... .... 


Reduction in stocks .. cee cece cece wees eee 
Meteetion im Gewtors 2.5. <n... onc. cocci Mice cies ccs 


Funds used to — 

Increase debtors and amounts caper eu 
MOMNC] CVEGIIOTS 2... oun. oe. once ccc cose oice 
Increase fixed assets .... .... .... 


es see ae ere ne 
Increase investments .... .... 2... cc. cece cece sees cous 


Pay mortgage 

Pay dividend 

Pay taxes 

Reduce bank overdraft . 


Total Funds Used .... 
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for this purpose is fraught with limita- 
tions. 

The statement is designed as a link 
between the revenue statement and the 
balance sheet at the commencement and 
end of a financial period, and here the 
problem of adding back depreciation to 
the profit as disclosed in the revenue 
account provides a difficulty. 

In so far as the narrative form of the 
statement is oriented towards those un- 
initiated in accounting complexities, it is 
found difficult to explain why deprecia- 
tion should be brought into the state- 
ment, as funds made available, after 
following the somewhat tortuous path of 
convincing the untrained, often against 
his better judgment, that this item should 
be treated as a cost and allowed for in 
computing net profit. This apparently 
conflicting treatment by accounting limits 
seriously the sympathy for, and under- 
standing of, accounting practice. 


FIGURE V 


POUND MANUFACTURING CO. LTD. 
Statement of the Flow of Funds for the 
12 Months Ended 30 June, 1960. 


Funds were made available £ £ 
from: 
Issue of share capital 10,000 
Trading operations— 
Net profit for year (£80,000 
less tax £338,000) ...... 
Depreciation charged in de- 
termining profit se 


47,000 


43,000 
——_-_— 90,000 
ls ee ae 4,000 
Reduction of working capital 5,000 
Total funds available 109,000 
These funds were applied to: 
Increase of fixed assets— 
Additions to buildings .. .. 
Additions to plant and 
equipment sn? He ies 


5,000 


50,000 

- — 55,000 

Payment of 
mortgage 


instalment on 
Payment of dividends . 


10,000 
44,000 


109,000 


Statement of Movement of Working Capital 
Current assets £ £ £ 
Increase in debtors 20,000 
Decrease in stocks on 

et: ce ve ob ie 2« eee 

Net increase in cur- 

rent assets . - 

Current labilities 
Increase in bank over- 

draft . 
Decrease 


Total funds applied 


32,000 


in sundry 

creditors .. vere 

Decrease in provision 
Sor GRMATION .. «2 « 


10,000 


7,000 
— 17,000 
Net increase in cur- 

rent liabilities ... 


15,000 


Net decrease in working capital . £5,000 
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The reason usually advanced for this 
treatment of depreciation is that this is g 
non-cash outlay but by definition the 
statement is by no means a cash record, 

Considering the basic reasons for the 
preparation of the statement it is cop- 
tended that the conventional form of the 
report is a compromise whereby none of 
the objectives are completely fulfilled. 


Modified Form of the Funds Statement 


As a supplement to the narrative form 
of the conventional funds report, the 
author has found the summary statement, 
submitted as Fig. VI to be of consider 
able value, particularly as it is oriented 
towards explaining the movement in the 
bank account. 

Attention is constantly being focused 
on the movements in, and balance on, 
the bank account, because if in over- 
draft it is the external liability used to 
cushion fund movements due to varia- 
tions in the level of activity or profit- 
ability; it may be reducible on call, or 
certainly the limit will be subject to 
annual review, and quite often bank 
finance is an essential and major element, 
as a source of funds for a business and 
usually involves some form of security 

There is thus, a place for a statement 
which is orientated in terms of move- 
ment on the bank account; relates move- 
ments in this field to the revenue earning 
processes as disclosed in the conven 
tional revenue accounts, and gives explicit 
expression to movements in balance sheet 
items as shown in the conventional funds 
statement. 

The statement in Fig. VI gives at the 
right hand side a statement of cash flows, 
relating these to the calculation of net 
profit and available surpluses as disclosed 
in the revenue accounts (in the column 
on the left) and between, gives details of 
the movements of the other assets and 
liabilities. 


THE FUND THEORY OF 
ACCOUNTING AND THE FUNDS 
STATEMENT 


A significant contribution to the field 
covered by the Funds Statement has been 
made by the approach suggested by the 
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fund theory of accounting as expounded 
by Professor W. J. Vatter. 

Whilst it is only intended to consider 
the fund theory in so far as it is relevant 
to the subject of this article, it will never- 
theless be useful to examine the basic 


known as a composite basic theory of 
accounting applicable to all types of 
organisations whether they be govern- 
mental, non-profit or business enterprises. 
It is expounded in an analysis of current 
accounting limitations culminating in the 


synthesis of a new framework in the 
work The Fund Theory of Accounting 
and its Implications for Financial Re- 


concepts of Professor Vatter’s approach. 
The theory has been advanced as an 
adaptation of the fund principle long 


FIGURE VI 
POUND MANUFACTURING CO. LTD. 
Statement of Pund Flows 
For the year ended 30 June, 1960 





ASSETS AND LIABILITIES CASH AND BANK FUNDS 





Net 


Balances Increase 


Last Additions This or 
Year Year Decrease 


£ £ £ £ £ 


OPERATIONS Balances Deduc- 


tions 





Additions to bank 
funds 


Debtors and amounts 
outstanding 

Sales for year 
Collections 


190,000 + 20,000 


500,000 500,000 
Collected from 
debtors 


Sale of plant 


480,000 
4,000 
10,000 


480,000 


Fixed assets (diapennia) 
Share capital 
Issue of shares .. 


350,000 360,000 | +10,000 
Proceeds of share 


issue 


Total cash re- 
500,000 494,000 ceived 
Deductions from 
bank funds 

Sundry creditors . _ 168,000 158,000 
Purchases for — . 


367,000 
Payments .. .. 


Paid to suppliers 
for services and 
goods 


377,000 377,000 


Fixed assets 620,000 +8,000 


. 612,000 
Additions for year 





Purchase of plant 


55,000 
and buildings 


55,000 
Plant sold during year 
Depreciation provided 

Mortgage loan 
Payment of instalment 


260,000 250,000 

Payment of instal- 
ment on mort- 
gage 

Stocks sold .. 10,000 440,000 

420,000 
80,000 


450,000 


Profit for year .. 

Taxation . 

Provided on ‘Profit for 
year .. 33,000 


40,000 33,000 


33,000 

Payment of in- 
come tax on last 
year’s profit 


Profit after tax . 47,000 


Dividend . ae ee | 44,000 | 44,000 44,000 


Pageant of divi- 
end 


ret oot loss eevee 
Net transfer to ap- 

Propriation account 94,000 
Total cash pay- 
526,000 ments 


Cash and bank funds .. 118,000 | 526,000 150,000 
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ports, published by Professor Vatter in 
1947 through the University of Chicago 
Press?. 

Full acknowledgement is made that 
the ideas expounded in the remainder of 
this article are those of Professor Vatter 
as understood by the writer. The liberty 
has been taken however to make several 
minor changes in the terminology of the 
statements presented in order to clarify 
and elucidate the subject under considera- 
tion. 


The Fundamentals of Fund Theory 


To appreciate the elements of fund 
theory it is essential to recognize the 
effect on accounting statements of the 
accounting entity convention. 

Entity theory results in conventional 
accounts being orientated in terms of and 
prepared for the “accounting entity” a 
mythical being, at best existent only at 
law. This results in no particular group 
which may act upon accounting state- 
ments, the public, management or share- 
holders, being fully served by these 


reports which are directed at the entity 


which cannot itself take any action what- 
soever. Fund theory is based on a re- 
orientation of the system of accounts in 
terms of “The Fund”. 

The object of business activity is 
basically “want satisfaction” and is carried 
out by the production of economic 
services or items yielding such service. 
Activity involves the conversion, storage 
and release of services. 

A fund is an “area of operations, a 
centre of interest”’* a collection of services 
producing activities directed towards the 
one end. 

A fund is the unit for which the 
accounts are to be kept, the area of 
attention covered by the accounting 
system. 

For each area of activity within a 
business unit it is therefore possible to 
recognize a fund, thus there may be any 
number of funds within a conventional 
accounting entity——-a property fund, a 
sinking fund, a departmental set of 
funds. 





1. Refer also to an article in The Australian 
Accountant, March, 1956. 
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For the funds statement the activities 
of a business may be considered in terms 
of two primary funds, viz.: That con- 
cerned with the profit earning process — 
covering circulating capital — the current 
fund, and that connected with the acqiisi: 
tion of long-term finance and its deploy- 
ment — the ital fund. As a by- 
product, fund theory will provide a set 
of accounts and reports for each of the 
funds. 

Assets are not physical things but 
“economic service potentials”’* which 
release their stored services in carrying 
out the objects of the fund to which they 
are attached. 

Equities (liabilities) are “restrictions or 
reservations that apply to the assets of 
a fund”* and although they may arise 
from legal liabilities are not themselves 
legal liabilities. 

In any fund the accounting equation 
is completed in that assets minus specific 
equities equals the fund residual equity. 
The concept is somewhat parallel to that 
of “net worth” in the case of a sole 
trader or partnership, that is the excess 
of assets over external liabilities. In effect 
the concept of residual equity in fund 
theory represents the final restriction on 
assets in that they are confined to the 
fund in which they appear. 

Revenue is defined as “the appearance 
of new assets within a fund unaccom- 
panied by any specific equity restric- 
tions”* and expense is the outward flow 
of service from a fund to various external 
parties — “The release of assets from the 
fund towards the accomplishment of the 
objects of the Fund”*. 

Based on these fundamental definitions 
fund theory provides for the preparations 
of operating statements and statements of 
financial position which yield information 
of a class not directly available from the 
reports prepared under existing conven- 
tional techniques. 

Under fund theory, a balance sheet 
and operating statement are prepared 
(from a set of self-contained accounts) 
for each fund on which reporting is 





* All quotations are from The Fund Theory 
of Accounting and its Implications for 
Financial Reports. 
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required. For purposes of the subject of The sources from which the fixed =] 
this article, such reports are prepared non-current services are financed are 
for the current fund and the capital fund grouped together therewith. 
of the Pound Manufacturing Company. The distinction between circulating and 
The advantages accruing from this fixed capital is a real one, assisting 
current/capital segregation are as follow: _fimancial management, creditors and 
Attention is drawn to the constant} potential suppliers of short-term funds, 
activity of transferring funds from one as current assets are those to which 
field to the other. creditors look for payment and on which 


FIGURE VII 
POUND MANUFACTURING CO. LTD. 
Balance Sheet Current Fund Years Ended 30 June 


Last Year This Year Increase Decrease 
£ £ £ £ 
CURRENT ASSETS 
Sundry debtors and amounts outstanding .... ... 190,000 210,000 20,000 
Stock on hand 450,000 440,000 


po ee ren 640,000 650,000 10,000 











CURRENT LIABILITIES 


a ON cae ctegey aso: Manca! etn Sale 168,000 158,000 
Bank overdraft eek aids as: 118,000 150,000 
Provision for tax Ns eS eee OE re es 40,000 33,000 


Provision for dividend nee 22,000 22,000 


Total Current Equities PI og eM LR ote 348,000 363,000 
Current Fund Residual Equity 292,000 287,000 








Total Current Liabilities .... .... 0... 2... «... 640,000 650,000 








Balance Sheet Capital Fund Years Ended 30 June 


Last Year This Year Increase Decrease 
£ £ £ £ 


FIXED ASSETS 
Land and buildings ee 275,000 280,000 5,000 
Plant, machinery, equipment, etc. Soren eee 720,000 760,000 40,000 


995,000 1,040,000 45,000 





Deduct 
Provision for Depreciation 383,000 420,000 


Total Capital Assets ee 612,000 620,000 











LIABILITIES (EQUITIES) 


Loan on mortgage was’ 260,000 250,000 
i nia ar a ad 350,000 360,000 
Capital fund residual equity ... ... .... .... .... 2,000 10,000 


Total Capital Liabilities .... .... .... .... .... 612,000 620,000 
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dependable and realizable values are normally be disposed of if the business 
given by the valuation technique of con- _is_to be liquidated. 
ventional accounting. ~The profits and losses of the business 
The value of fixed assets on the other are related more directly to the invest- 
hand arises solely from the particular ment in current assets, variations in the 
purpose for which they are used and has _ latter being a reflection of the former. 
little relation to realization value — in Thus sales are related to stocks and 
fact, these forms of asset will only debtors and the value of creditors will 


FIGURE VIII 
POUND MANUFACTURING CO. LTD. 
Current Fund Operating for the Year Ended 30 June, 1960. 
Additions to current fund 


£ 
Sales revenue, etc. .... . 500,000 
Fixed charges transferred from ‘capital fund for absorption 
in current operation (depreciation) 43,000 


Gross additions to current residual equity 


Deductions from current fund 
Cost of sales naunegin ngngm Te a a 377,000 
se a ee alc Sak eat aan eted 43,000 


0 ESE 8 eee Seer ae 420,000 
Taxation provided ete. 
Dividends declared 


Total deductions from current residual equity 


Balance available for expansion or conversion to capital 
fund 
Transfers to capital fund . 


Net decrease in current residual equity (as per current fund 
balance sheet) 


Capital Fund Operating for the Year Ended 30 June 1960. 


Capital expenditures 
£ 
Land and buildings .... . cote PA Cais: cana tea, tas 5,000 
Ie Ge ID 5557, GF Ss. ASS. ones stes atee ede 50,000 


Retirement of mortgage (instalment) 


Financed by:— 


ee 6 YS en ak eee erie ae ee 


Issue of share capital 
14,000 


—_—— 


Funds supplied from current operations 51,000 
Equity deductions 
Fixed asset charges transferred to current fund .... .... .... .... 43,000 


Net increase in capital fund residual equity (as per capital 
fund balance sheet) £8,000 


—— 
——— 
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tend to be a function of the level of 
activity, not of fixed assets. 

Finally the desirability of segregating 
the assets in these two funds is supported 

the valuation conventions whereby 
current assets are valued in the current 
accounting period in contemporary money 
values, fixed assets being valued on a 
cost to the entity basis in units of 
currency varying considerably in real 
values. 


The Statements Prepared Under Fund 

Theory 

Balance sheets (Fig. III) covering the 
Pound Manufacturing Company drafted 
for each of the capital and current funds 
are submitted hereunder for both the 
years being considered together with the 
corresponding operating reports for the 
period, (Fig. VIII). 


Significance and Relevance of Fund 

Reporting 

An examination of these statements 
will reveal that the current (or working) 
fund balance sheet corresponds with the 
conventional working capital detail state- 
ment submitted as part of the Funds 
Statement (Fig. V) whilst the current 
fund residual equity is in fact the conven- 
tional concept of working capital. 


It will be noted that the 


Last This 
Year Year 


£292,000 £287,000 


Current fund residual 
ET atc oie ie Si ea 


and the 


Capital fund residual 


equity ... «. £2,000 £10,000 


£294,000 £297,000 








are together the equivalent of the residual 
entity surplus (earned surplus) shown 
under conventional reporting, as the addi- 
tion to shareholders’ paid-up capital 
(Refer Fig. 1). 


Shareholders’ 1 f 
areholders’ surplus of | oes 


Year Year 
£200,000 £200,000 


General reserve .. .. ° 
Profit and loss SpeTeaee- 


tion account .. £94,000 £97,000 


£294,000 £297,000 
This comparison highlights the differ- 


ence in orientation of these accounts — 
the entity’s accrued indebtedness to the 
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shareholders is analysed and broken down 
into the residual equity in respect of each 
fund, the centre or object of the account- 
ing report. 

Fund theory enables the preparation of 
operating reports which indicate the 
nature of operations in each of the funds 
being considered in a manner not directly 
available in the conventional revenue 
statement. The operating reports for the 
current and capital funds as submitted 
above are a substitute for both the 
revenue and funds statement as prepared 
under normal techniques. Whilst these 
statements do not give explicit expression 
to the net profit for the period, this can 
readily be calculated from the informa- 
tion given therein. 


The conventional funds statement was 
seen as a report on the movement of 
funds from current to non-current opera- 
tions. The preparation of the operating 
reports under fund accounting highlights 
and facilitates an examination of this 
item in business operations. 


The statement of funds is a report of 
a “dynamic” character tracing the move- 
ment in items appearing in two “static” 
reports, the balance sheets at the 
commencement and end of the period 
covered, its use arising from the fact 
that the conventional balance sheets do 
not show the funds made available for 
re-deployment during the period. This 
is explicitly shown under fund theory in 
the movement on the current residual 
equity. 

The problem of non cash items is given 
logical expression under fund theory. 


Thus fund theory gives clear expres- 
sion to the true nature of the deprecia- 
tion charge in accounting. For this is in 
fact “a transfer from capital fund of fixed 
asset costs, reflected in current operations 
and inventories”*. 


The definition of assets under fund 
theory reveals depreciation as a release, 
by fixed assets in the capital fund, of 
services which are utilized in current 
operations and finally are converted into 
sales revenue or congealed in stocks. 





* Ibid. 





The logical accounting sequence cover- 
ing depreciation is thus seen as a transfer 
of funds from capital to current funds, 
then the absorption or use of these funds 
in earning income. The statements of 
operations thus reflect this movement (in 
the example) of a transfer of the service 
from capital to current fund, the amount 
of £43,000 appearing in each statement; 
then the utilization of the service is 
shown as a cost, in the current fund. 


The problem discussed earlier of 
explaining the necessity for “adding 
back” depreciation in the conventional 
form of funds statement does not exist. 


In a similar manner the fund opera- 
tions in declaring a dividend are clearly 
illustrated. On the declaration of a 
dividend, a change is incurred in the 
nature of shareholders’ equity (in the 
capital fund) — there is a transition from 
a general to a specific liability payable 
from the current fund thus reducing the 
current fund residual equity. 


Conclusion 

The funds statement has arisen due to 
the inadequacy of the standard account- 
ing forms of reporting, for purposes of 
the managerial control of finance, and 
the communication of accounting ideas 
to parties untrained in accounting techni- 
calities. 

The fund theory of accounting by 
presenting a series of statements based 
on logical and scientific fundamentals, 
provides an answer to the problem of 
fund reporting and control, which has not 
been adequately covered by conventional 
accounting techniques. 
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Share Register Practice: By C. W. Kerry, 
F.C.LS., The Law Book Company of 
Australasia Ltd. 1960. Price £3/10/-. 


The growth in the number and size of pub- 
lic companies in Australia and the increasing 
public interest in investments in company 
shares and other securities has created prob- 
lems in keeping up-to-date records of the 
holders of shares and other securities as re- 
quired by Companies Acts, Stock Exchange 
requirements and efficient business practice. 


Until Mr. Kerry prepared this excellent 
book there was no reference book available 
devoted entirely to this aspect of company ad- 
ministration. The book is of 374 pages, divided 
into seven chapters each divided into from 
three to ten parts, an appendix, specimen 
forms, addendum and index. 


Chapter 1 explains the nature of the share 
department, opening a share department, pro- 
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visions in Articles of Association relating to 
signing and sealing of documents, the minute 
book and its importance in share work, and 
protection of stationery and signature plates. 
The importance of accuracy in all share work 
and the need for skilled staff is stressed. 


In Chapter 2 the author explains the opera- 
tion of share registers. Such things as multiple 
registers, branch registers, joint holdings. de- 
ceased estates, transmissions, notings, change 
of address and machine room “library” are 
all discussed in detail. Several parts of this 
chapter, and again in Chapter 5 on transfers, 
explain how plates for the names of share- 
holders should be cut and methods of flagging 
plates. Although this information has much 
practical value it would probably have been 
better if it had been kept in a separate section 
placed later in the book as it is solid reading 
for a person studying this topic to obtain a 
general idea of the operation of a share de- 
partment. Throughout the book means of 
mechanising share registers are discussed from 
a practical viewpoint. The utilization of 
punched card equipment in this field has not 
been mentioned. 
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The next chapter deals with all aspects of 
capital issues from the time directors decide 
upon the necessity for an issue and on its 
terms and conditions. The issue of a pros- 

tus, offers to existing shareholders and the 
problems involved with renunciations, bonus 
issues and take-overs of one company by 
another, are all discussed from the point of 
view of the share register department. Also 
discussed are allotment, equation of issues, 
options, unsecured notes, calls, forfeiture, and 
return of capital. The use of a few sub- 
headings with a summary of the main parts 
covered under each part would have made this 
chapter easier to read and absorb. 

Chapter 4 deals with share certificates and 
Chapter 5 is devoted to the topic of transfers. 
The author clearly explains the various diffi- 
culties involved in the marking of transfers 
and how these difficulties can be overcome. 

Chapters 6 and 7 cover the payment of 
dividends and interest and annual returns. 

In the appendix, the aim is to set out 
matters which may not be within the ambit 
of the activities of a share department, but 
which will prove of some interest and assist- 
ance. The official list requirements of the 
Stock Exchange of Melbourne and the forms 
of application for foreign currency and for 
report of securities are given. A useful addi- 
tion to this appendix could, perhaps, have 
been a summary of the requirements of the 
various State Acts relating to Stamp Duty 
and Probate as far as they affect shares and 
the share department. Various references are 
made throughout the book to these Acts, but 
they are not brought together in any one 
place. 

The specimen forms, of which there are 
sixty, should prove useful to all those setting 
up or operating share registers. The bringing 
together of all the forms in one section of the 
book is a good idea, although it does involve 
the reader in quite a lot of page turning to 
link the operation of a certain form with the 
explanation in the text. 

The addendum explains the operation of the 
Dividend (Withholding) Tax provisions con- 
tained in the Income Tax and Social Services 
Contribution Assessment Act 1936-60. 

The book has an extensive index which will 
be extremely useful to those using it for re- 
ference. 

Mr. Kerry is to be congratulated on the 
preparation of an excellent text book based on 
his wide experience in this particular field of 
company administration. Changes in company 
law will have little effect on the usefulness of 
this book for, as the author explains, although 
some reference to the legal side must be made, 
such reference is in general terms only and 
not specifically related to the laws of any one 
State, except by way of illustration. 

Every company executive, accountant, clerk 
and student in any way connected with or 
interested in share register practice will find 
much to assist him in this volume. 

J. D. SPENCE. 
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Auditing Principles by Howard F. Stettler 
(Second Edition 1961, Prentice-Hall, Inc.). 


This book provides the best coverage of the 
subject of practical audting seen by the re- 
viewer to date. Its preparation has involved 
considerable effort on the part of the author 
and indicates judicious selection of both method 
of presentation and subject matter. 

The order of presentation is good and should 
facilitate student understanding of the subject. 
It would seem preferable, however, to separate 
more clearly the interim or monthly audit 
work from that done at balance date and to 
treat revenue items before assets and liabilities. 

Actual presentation of material is excellent. 
The listing of audit checks and reproduction 
of audit programmes has been wisely avoided 
as far as possible. Headings, both chapter and 
paragraph, are in the tradition of the best 
texts from America and are apt and numerous. 
Language is simple and precise, and the style 
readable. It is a pity that the book reviewed 
had a number of badly blurred pages in 
Chapters 15 and 16, due, no doubt, to a 
printing fault. 

Material content is also very good indeed 
and includes consideration of internal auditing, 
statistical sampling techniques, electronic data 
processing and management advisory services. 
In the reviewer’s experience this is the first 
time all of these topics have received attention 
in one text. 

Because there are differences between the 
law applying in Australian States and that 
applying in U.S.A., it would be difficult to use 
the book as a prime text for Australian 
students. It should, however, be a first choice 
as a reference book. But not only students 
could use this book to advantage—it could be 
a valuable aid to practitioners, especially those 
who conduct audits of subsidiaries of American 
companies and need to be familiar with the best 
practice in that country and the requirements 
of the Securities and Exchange Commission. 

G. W. BECK 


_—_—— + -o 


Letter to the Editor 


Sales Tax Certificates 
The Editor, Sir — 

Thank you for publishing my letter on the 
subject of Sales Tax Certificates in the January 
issue, and also for Mr. Ed. F. Meier’s reply and 
helpful comments which appeared in the Feb- 
ruary issue. 

Members will be interested to know that as 
a result of representations made to the Deputy 
Commissioner of Taxation in Melbourne, the 
following letter has been received in reply. 

“I refer to your letter dated 8th March, 
1961, and desire to advise that the matter has 
been referred to the Commissioner of Taxa- 
tion, Canberra, for his information.” 

J. CLASSON, Kew, Victoria. 
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Practical Experiences in a Recent Change-Over 
to Cycle Billing* 


By B. McK. REVILL, A.AS.A., 
Assistant Accountant, The Myer Emporium Lid. 


INCE the inception of cycle billing 

in America many years ago, this 
method of account preparation has 
gained world wide popularity with retail 
stores, for the processing of their debtors’ 
accounts. In Australia almost all of the 
larger retail houses have changed to 
cycle billing over the past few years. 


In recounting our experiences of the 
introduction of cycle billing, to replace 
an existing end of the month billing 
system, I have divided the operation into 
three separate stages: the planning stage; 
the transition period; and the continued 
operation. However, before discussing 
these stages, the reasons for deciding to 
make a change, must be considered. 


Why Change? 


There can be a variety of reasons why 
a retail store should contemplate a 
change in the method of rendering their 
monthly charge accounts, from the well 
accepted end of the month billing, to the 
more modern and streamlined approach 
of cycle billing. 


In the case of The Myer Emporium, 
cycle billing had been considered previ- 
ously in 1951, and executives had 
discussed and inspected installations in 
other stores, here and in America. The 
end of the month billing system which 
was in operation during this time had 
proved successful and efficient, and no 
major factors emerged which would 
warrant an immediate change. How- 
ever, in 1958 several related factors 
made it necessary to give further con- 
sideration to cycle billing. The increase 





* Paper delivered at an afternoon conven- 
tion and demonstration of equipment arranged 
by the Victorian Division of the Society and 
held on 20 April, 1961. 
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in the number of monthly accounts had 
so enlarged the ledgers, that they were 
becoming too large to be efficiently 
handled by one operator, so an expan- 
sion, with the consequent re-division of 
the alphabet into smaller groups was 
imminent. 


At the same time, the majority of the 
accounting machines in operation were 
in need of replacement, thus requiring an 
extensive replacement programme with 
the accompanying large capital outlay. 
Added to these factors was the impend- 
ing opening of the Chadstone Store, which 
would further add to the volume of work 
to be processed. In order to provide for 
an expansion programme, a considerable 
increase in floor space would have been 
necessary, but it was a well known fact 
that the introduction of cycle billing 
would reduce the area required to handle 
the increase in volume. 


The end of the month system of 
billing accounts together with the up- 
dating of a customer’s history card, 
necessitated the use of a large number 
of accounting machines together with 
extra machines in case of mechanical 
breakdown and for operator training 
purposes. It was estimated that approxi- 
mately one-quarter of the billing machines 
in use under the old system, would handle 
a greater volume under cycle billing, thus 
an initial outlay in machines in the first 
year would save a potential expenditure 
of nearly three times the amount over 
two or three years. Also the number of 
machines required, created the constant 
problem of training a sufficient number 
of operators, thus cycle billing would 
reduce the number of skilled operators 
required by one-quarter. In addition, 
considerable savings in salaries could be 
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CALCULATORS | 


™ Double Transfers and Memory Storage. 

® Automatic Short-Cut + or — Multiplication. 

® Automatic Continuous Multiplication. 

® Automatic + or — Division. 

® Addition or Subtraction with or without 
automatic key-board clearance. 


The only calculator with direct transfers between 
storage register, product register and keytoard 


Phone or write for a demonstration 


STOTT & UNDERWOOD LTD. 


SYDNEY: 254 GEORGE STREET—27 1182 MELBOURNE: 265 EXHIBITION STREET— 
32 4371. BRISBANE: 229 ELIZABETH STREET—31 1845. NEWCASTLE: 53 KING STREET— 
B 2358. LISMORE: CARRINGTON STREET—3926. WOLLONGONG: 82 KEIRA STREET— 
B 3586. CANBERRA: 3 LONSDALE ST., BRADDON—4 6363. GEELONG: 155 RYRIE STREET 
—2621. ADELAIDE: 21 GRENFELL STREET—8 4994. 
Associated Office—PERTH: 252 MURRAY STREET—BA 4357. 

Sales and Service throughout Australia. 
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Duplication’s our business 


- » » BUT OUR RANGE. OF MACHINES CAN’T BE DUPLICATED! 


ORMIG D.23 MTA 


Electrically driven and hand 
operated models are avail- 
able both with and without 
automatic feed;..for paper 
sizes up to 9” x 14”. 
Similar brief models for 
paper up to 14” x 17”. 


Check these advantages: 


1. Rugged construction for permanent 
use and high efficiency. 

2. Direct felt moistening (an Ormig 
speciality) which permits to maké 
more and better copies. 

. Completely automatic and absolutely 
reliable paper feeding device. 

. Hairline registration also when feed- 
ing automatically. 

. Automatic master clamping device. 
. Second clamp for additional masters 
and/or masks. 

. Automatic fluid-pump control. 

. Micro-adjustment of fluid-feed accord- 
ing to type of job. 

. Adjustable control for raising and 
lowering masters. 

. Recessed counter. 


. 5 THE LOWEST PRICED SPIRIT DUPLICATOR ON THE MARKET! 


ORMIG PICCOLO PORTABLE = opmiG p.12 — SIMPLEX’ 





USES NO INK, NO STENCILS, NO 
GELATINE. SEVERAL COLOURS IN 
ONE OPERATION 


Priced at only £32, this inexpensive 
spirit duplicator is ideally suitable for 
Schools, Clubs, Restaurants, Small 
Offices, Churches, Local Authorities, recessed counter and with addressing 
Fashion Shops, Brokers, etc. device for envelopes. 


Other popular models in all price brackets! 


COMMERCIAL MACHINES: 


MELBOURNE: SYDNEY: BRISBANE: 


330 William Street 350 Kent Street 522 wveen Street 
34 4681 29 6537 B 8758 


The low-priced and first class spirit 
duplicator for all paper sizes up 

9” x 14”. Sturdily built, simple and 
foolproof master-clamp. Semi-automatic 
fluid-feed. Adjustable pressure control. 
The D.12 can also be supplied with 
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seen with the change in calibre of the 
staff required. 


PLANNING STAGE 


Having regard for the maximum sav- 
ings being made, it was decided to intro- 
duce non-descriptive billing and micro- 
filming. Twenty cycles were selected as 
the division of the alphabet, with each 
cycle containing a whole letter or letters 
of the alphabet. 


Preliminary Plan 

In the preliminary stages, a theoretical 
system was planned based on a conven- 
tional cycle billing system. Funda- 
mentally this system was based on that 
described by Mr. R. M. Hadley,* and 
several of his earlier articles on this 
subject were helpful in establishing a 
basis for the system. A visit to the Myer 
Adelaide Store, where cycle billing has 
been in operation for several years, 
provided first-hand knowledge and en- 
abled modifications based on practical 
experience, to be made to the original 
plan. 


Alterations to Accepted Systems 


Consideration was given to credit 
control being made direct from the 
ledgers, but this was rejected on the 
grounds that as the change-over repre- 
sented a major upheaval in the accounts 
system we should not confuse the issue 
further by incorporating credit control 
as well. This decision required the cycle 
billing installation to be adjacent to the 
credit section and also, as the collection 
function was in itself a large section, the 
incorporation of this unit as part of the 
cycle billing installation was not possible. 
At this point the first major problem 
became apparent. One of the features 
of the credit control and collection func- 
tion, is that the customer’s account 
history card should always be available 
at short notice for reference. 


_ The history card, as well as contain- 
ing a monthly summary of the account 
usage, contains also a condensed notation 
of any item such as large purchases for 





*See “Cycle Billing—Its Techniques and Place 
in Modern Business’, The Australian Accoun- 
tant, June, 1961. 
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which prior credit had been granted, a 
summary of collection letters sent to the 
customer, any adjustments made or 
pending which affect the currency of 
the account, and any other item of an 
unusual nature such as instances of a 
dishonoured or irregular cheque. 


The constant demand for the ledger 
card, made it impossible to retain the 
ledger card in the cycle billing filing, as 
is customary, therefore it was necessary 
to keep a record of the balance of the 
account in the ledger for billing purposes. 
This was achieved by the use of a 
duplicate statement, and the retention of 
the duplicate copy in the filing cabinets 
of the ledger. 


When the cycle was to be billed, and 
the history card was not in the file, the 
duplicate copy provided the old balance 
of the account for balancing purposes. 
An interim card was introduced where 
the actual ledger card was in use else- 
where, and the information billed on this 
card. At a later date, the actual ledger 
card is up-dated with the information 
from the interim card. The result of this 
move enabled the history card to be filed 
in a central position adjacent to credit, 
collection and billing offices, and to be 
readily available for reference by any 
section of the office. 


Effect of Alterations 


This departure from standard pro- 
cedure entailed several added processes. 
Firstly the accounting machine operator, 
instead of removing all media, statement 
and card from the ledger tray for billing, 
must remove only media and statement 
from the tray and then select the appro- 
priate card for billing from t'se separate 
tray which holds the ledger card. These 
additional operations reduce the benefits 
which accompany normal cycle billing, 
by slowing down the rate of production. 
However, it is necessary to vary accepted 
methods to meet individual requirements, 
and this loss of output was considered 
justified by difficulties which a major 
change in restricting the availability of 
credit information would entail. Secondly, 
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the history cards not in the file at the 
time of billing, must be up-dated im- 
mediately they are released by the user. 
Thirdly, the statement once billed must 
be separated, and the duplicate copy 
filed in strict alphabetical sequence 
identical to the docket filing, and retained 
for one complete cycle. 


Media 


All media were considered as to their 
source and ultimate destination, and 
were listed and each item scrutinised. By 
introducing some minor alterations, the 
flow of media was directed to a control 
media clerk who recorded the receipt of 
each item thus ensuring that all media 
were received, and allowed the prepara- 
tion of a control total and at the same 
time provided a method of checking the 
filing of each item of media. 


Filing Equipment and Stationery 


When considering the filing equip- 
ment to use, it was fortunate that some 
cycle billing cabinets were in use in 


another office, where they had proved 
satisfactory, and in addition they were 
also the same type as used by the Myer 
Adelaide Store. 


These units are the conventional two 
tiers of four drawers each, with four extra 
drawers underneath for the filing of in- 
operative accounts. In indexing, the 
accounts were divided into groups of 20 
accounts, and the index card was labelled 
with the name of the last account in the 
group. This method has proved effec- 
tive as it gives a fairly even division of 
the accounts and it has the advantage of 
being easily and rapidly prepared. 


Choice and design of ledger cards 
followed conventional patterns, having 
columns for balance, payments, pur- 
chases, credits and past due amounts, 
with the capacity of two years’ records 
on each side of the card, giving a four 
year record on the one card. Ample 
space is provided for the inclusion of 
collection, credit and adjustment infor- 
mation. Account names and addresses 
were printed on the ledger cards by an 
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existing Addressograph installation. Each 
ledger card has a supporting backing 
card showing the account name and 
address. These cards are slotted at the 
lower edge so that they can be secured 
in the tray by means of a removable rod. 
The filing pocket for holding the media 
and statement is formed by the account 
backing card for the next preceding 
account. 


Machines 


The selection of machines had been 
determined some years prior to the 
actual date of introduction of cycle 
billing. Three years ago it was decided 
to change the method of preparing the 
customer’s account history card under 
the end of month system. The machines 
selected for this alteration were of a 
type that could also be used for cycle 
billing, consequently a number of suit- 
able machines which required only small 
alterations were in use at the time of 
changing. Similarly a number of operators 
who were familiar with the keyboard and 
operation of the machine were available 
to form a nucleus of the billing team. 


Stationery 


Additional stationery required was a 
cycle media control card, on which is 
entered all media after receipt from the 
office of origin, by the media clerk. 
This allows a progressive cycle total to 
be prepared immediately the media are 
received, and is ready before the cycle 
is billed. 


When the billing of each tray is com- 
pleted, the accounting machine totals are 
cleared on to a “tray control card”. This 
card is prepared and inserted in the tray 
before billing and is used as an indica- 
tion that the tray has been completed as 
to filing, checking and billing. 


A cycle control card is then prepared 
by transcribing the information from 
each “tray control card” in the cycle. The 
resulting totals represent the accumula- 
tion of the old balance, cash, dockets, 
credits, and new balance amounts billed 
for that particular cycle. 
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Media boxes are provided for holding 
the billed statements and supporting 
media as they leave the billing machinist. 
The media and statements remain in the 
box during each operation such as micro- 
filming, checking and mailing. Each box 
contains the contents of one ledger tray 
and thus each tray proceeds through the 
various processes after billing, as a 
complete unit. 


In planning a change, one of the im- 
portant factors is the approach to the 
customer, so that a period of re-education 
of the customer can be undertaken with- 
out losing customer goodwill. Of equal 
importance is the education of the staff 
of all office sections so that they are not 
only familiar with the new system, but 
come to accept it as quickly as possible. 


Work-Flow 


The routine, or work-flow is as follows: 
Media recording; Media sorting; Media 
filing; Inserting statement; Reviewing 


(checking before billing); Billing; Check- 
ing after billing; Mailing. 


TRANSITION PERIOD 


The selection of the date of change- 
over is of utmost importance for the 
introduction of cycle billing, and this can 
only be decided by past experience of 
the peak periods of a particular business. 
It is essential that a maximum period of 
training and for gaining experience, be 
allowed before entering into a peak 
period. 

It was decided to commence opera- 
tions on 1 September, thus avoiding a 
busy August month and allowing sufficient 
time to elapse before the December shop- 
ping peak was reached. 


To simplify the change-over period, 
a preliminary re-allocation of ledgers was 
made in June. Previously each ledger 
consisted of either a portion of a letter 
of the alphabet or a complete letter plus 
a portion of another such as A-Baq, 
Bar-Bot, Bou-Bz, etc. These ledgers 
were balanced at the end of June 1960 
and then consolidated into complete 
letters of the alphabet. This allowed a 
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control total to be established for each 
letter of the alphabet, so that pre- 
determined totals were compiled to carry 
forward on to the new cycle billing ledger 
cards. 


Customer Approach 


The approach to the account customer 
was conducted in two stages, as en- 
closures with the monthly statements. 
At the end of August, a preliminary 
notice was sent out notifying customers 
of an impending change to cycle billing 
and that the August account would be 
the last one received under the end of 
the month method. This was followed 
up by an explanatory pamphlet, which 
was enclosed with the first cycle billing 
statement. This enclosure explained in 
detail how to read and interpret the 
account, indicating each item with a 
brief note of explanation. 


On the same pamphlet was a schedule 
of the closing dates of each cycle, so 
that the customer could become familiar 
with the closing date of any particular 
cycle, and of the date in each month on 
which the statement could normally be 
expected. 


Location of Equipment 


The cycle billing cabinets were located 
in another area during the time of pre- 
paration, and for the first few days of 
September. The media filing was 
commenced, in this location, whilst the 
August accounts were completed, and 
all existing installations could be re- 
moved. This was necessary (o allow a 
new enclosure for the cycle billing 
cabinets to be constructed and the 
cabinets and machines and equipment 
moved in with a minimum of confusion. 
The move was accomplished by com- 
mencing on a Friday night and working 
all day Saturday and Sunday, so that 
by Sunday evening, everything was in 
readiness to commence operations on 
the Monday morning. 
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Training of Staff 


One problem was what to do with the 
staff on the Monday morning when 
approximately 100 people arrived for 
work with all the old familiar landmarks 
gone, and an entirely new set of equip- 
ment in its place. The change-over was 
timed to allow several days to elapse so 
that the training of operators could be 
carried out whilst waiting for the first 
cycle to close. Pre-arranged sets of 
stationery and media were available for 
operators to familiarize themselves with 
the machine operation by handling the 
actual stationery, and by the time the 
first cycle was ready for billing a number 
of operators had a fair knowledge of the 
routine. 


Members of the filing staff had been 
operating since 1 September, and had 
become familiar with their tasks, but 
other staff such as docket sorters, 


checkers, mailing clerks, etc., had to be 
instructed in the new system. A team 
of key personnel in each particular phase 


of the routine had been instructed previ- 
ously and these people then had sufficient 
knowledge to instruct their respective 
staffs. 


Establishing Controls 


In order to establish control totals, 
the ledger totals, which had previously 
been split into alphabetical groups, were 
re-arranged into cycle groups. Each tray 
contained a pre-addressed new ledger 
card for each active account, to cor- 
respond with the carbon copy of the 
previous month’s statement. The last 
month’s balance was brought forward on 
to the new ledger card by the accounting 
machine, tray by tray, and the totals of 
each tray posted to a tray control card. 


The total of each tray control card 
was accumulated on a cycle control card, 
and this figure then was reconciled with 
the balance of that particular cycle at 
the end of the previous month. Thus 
the accumulated balances brought for- 
ward on to the new ledger card equalled 
the debtors’ control total as at the end of 
the previous month. 
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Subsequent cycles each follow the 
same routine, the tray control card being 
the old balance control to ensure that 
each account has been processed, and 
also an accumulation of payments, 
purchases, returns and new balance billed 
in each tray. When all the tray controls 
for a cycle have been accumulated on 
the cycle control card, this represents 
the cycle total of all media billed, as 
well as providing a check of old balances, 
thus ensuring that all accounts and media 
have been processed. 


Balancing 


A balancing medium for this informa- 
tion, is provided by a media control for 
each cycle. This control is produced 
progressively during the period of the 
cycle, direct from the totals of the media 
as received in the billing section. Thus 
at the end of each cycle, the two con- 
trols, (one) of media received and (two) 
of media billed are reconciled. One of 
the earlier problems of balancing was 
brought about by the lack of experience 
of the billing operators, whereby cash 
was billed in the debit column, or a debit 
billed as a credit or vice versa. This in- 
volved a considerable amount of back 
checking for the first few cycles, but with 
the increase in experience this problem 
diminished. 


An independent private ledger control 
total for each cycle is prepared from 
information gathered from the source of 
each type of media, and is available on 
a monthly basis. This allows a check 
of the receipt of all media and provides 
the monthly outstanding debtors’ total to 
be compiled by adding two components, 
one of which is the total up to closing 
date, and the other after closing date. 


Transfers between cycles are made by 
means of a cycle adjustment account, 
where an office transfer docket is raised 
for each day’s mis-sorts and the dockets 
returned to the dissection office for re- 
dissection. 


Direct transfer between cycles by 
means of an off and on list was con- 
sidered, but temporarily deferred until 
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linest style... finest range of all steel furniture 
Shelving and storage, and filing equipment 


The vast Steelbilt range of equipment covers a multitude A WORMALD BROTHERS INDUSTRY 
of applications. Each individual item has been designed 
for easy working, utmost space economy and long life. 
All units are perfectly matched and may be added to 
from the standard Steelbilt range at any time. For full 
particulars contact the Steelbilt representative in your 
capital city. 


CONTACT THE STEELBILT DIVISION OF WORMALD BROTHERS IN YOUR CAPITAL CITY 
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NEW SOUTH WALES 
yggias Clea) 483 Kent St., Sydney. 61-6964 (5 lines) 


Conqueror House, 206-8 Queen S$ 
Melbourne. 67-8633 (8 lines) 


SOUTH AUSTRALIA 
MAKERS OF GATEWAY PAPERS 19 Anster St., Adelaide. 5/-453! (3 lines) 


WEST AUSTRALIA 
73 George St., Perth. 21-879! 21.387) 


Mr. A. Executive, July, 1961 


Allfirms Pty. Ltd., 
1 Main Street, 
EVERYWHERE 





Dear Mr. Executive, 

Every letter written by you, or by a member of your firm, costs 
nearly 3/-. This may come as a shock to you, but the truth of the 
statement is borne out by these figures, which are based on 
normal business usage: 


COSTS OF ONE AVERAGE LETTER TYPED ON A QUARTO SHEET 





USING CHEAP USING 
PAPER O.C.M. 
Typist's wages (time for dictation and typing) 1/9 1/9 
Overhead (rent, depreciation, note books, etc.) + + 
Postage 
Envelope 
Printing of 2-colour letterhead and envelope 


oO UI 
S| eole 





TOTALS 2/104 2/103 





It is easy to see. that 985% of these costs cannot be varied. It is 
also obvious that it is false economy to use a cheap paper when, 
for only 3d. per sheet more, your firm.can enjoy the prestige 
which accompanies the use ofa fine quality paper such as 
Original No. 1 Chartham Mill. 


Make sure that your correspondence conveys an impression of 
quality and integrity by using Original No. 1 Chartham Mill. 
Remember, it costs so very little extra to have the best. 


Yours faithfully, 
THE WIGGINS TEAPE GROUP 


C. ha. 


CHAIRMAN 
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a later date when all other techniques 
have been established. 

Pre-listing of media before filing to 
check the accurate interpretation of the 
docket by the dissections office was 
instituted as an additional safeguard to 
accuracy, and proved beneficial in the 
earlier stages, but with the gaining of 
experience it will be possible to eliminate 
this operation. 

For maximum security, the ledger 
cabinets are completely enclosed and can 
be locked at night, and are housed in 
an Office to which entry is strictly limited. 
An enquiry counter handles all general 
enquiries for current information. No 
media or account backing card is allowed 
to be removed from the filing cabinets 
under any circumstances. 


THE CONTINUED OPERATION 


During the first few months it was 
necessary to change several of the 


originally planned operations. The nature 
of the function of several other sections 
of the office made it necessary to allow 
a greater number of staff into the filing 


area for checking of cash receipts for 
collection purposes, and also checking 
credit notes. The filing operation proved 
far bigger than was originally expected, 
and it was found that the number and 
type of staff for this operation had been 
under-estimated. Typing was another 
problem, where the number of accounts 
which required heading up, either be- 
cause of not being pre-addressed or dis- 
carded by the billing operator, necessi- 
tated a continual demand for statements 
to be headed up. 


The checking before billing was found 
to be essential, so that all media and 
Statements are accurately filed and in 
the correct order before the ledger tray 
passes to the billing operator. This allows 
the operator to concentrate on the billing 
without the distraction of assembling the 
media in the desired sequence, thus 
ensuring the maximum billing output 
from each operator. 


After billing, the separating of the 
duplicate statement constituted another 
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formidable task, as the maintaining of 
the duplicate copies in strict alphabetical 
order is essential in cases where the 
ledger card is absent from the file at the 
time of billing. 


Micro-filming 

Micro-filming of documents had been 
in operation for several years, and this 
experience was invaluable when cycle 
billing was introduced. An automatic 
film processing unit had been installed 
for some years also and no problems 
existed in obtaining the filmed records 
immediately a cycle was recorded. The 
existing recording unit was duplicated and 
re-located on to the billing section. One 
reader was in use, and the estimated 
requirement was three readers, one of 
which was to be a reader-printer for 
producing of facsimiles as well as read- 
ing. All information which had been 
gathered from other operators of cycle 
billing, pointed to a minimum amount 
of reference being made to the micro- 
film once the account had been mailed 
out. This has not proved so in the 
first few months of operation, as there 
is such a constant demand for informa- 
tion that the number of readers has been 
increased to five and these are in constant 
use. 


The reader-printer has proved to be 
almost indispensable in providing infor- 
mation quickly and with a minimum of 
equipment. 


The micro-film readers have been 
placed on a special counter with each 
reader on a turntable which will revolve 
180 degrees. Behind the counter the film 
is kept under strict control in a library. 
On request for information the film is 
selected and fitted to the reader and the 
image selected, by a trained operator, 
then the turntable is rotated so that the 
clerk may view the image. This allows 
the films to be handled only by experi- 
enced staff, and prevents any damage 
which would be inevitable if handled by 
unskilled persons. 
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The First Six Months 


During the first six months it has 
become more and more evident that a 
major change such as outlined, cannot 
be fully effective until several months 
have elapsed, and both customers and 
staff have gained experience of the new 
system. 


Too much emphasis cannot be placed 
on the importance of the filing operation, 
which is without doubt the key to a 
successful operation. Under no circum- 
stances should the filing be allowed to 
fall behind the time schedule. Any 
seasonal peaks which are known, must 
be planned well before hand and addi- 
tional staff trained well in advance of the 
peak period, and retained until the effect 
of the peak has been overcome. 


Economies in space, salaries, and 
machines are possible with the introduc- 
tion of cycle billing, but any major 
variations to a _ standard procedure, 
reduces these economies considerably. 
Similarly, the economy in salaries may 
not be immediate, as the initial training 
and re-adjustment of the staff takes 
longer than is generally anticipated. The 
only exceptions are the accounting 
machines and the accounting machine 
operators, as great savings are possible 
in both the number of machines and the 
number and training of operators. 


A surprising feature of the first 
months was the extensive reference to 
the micro-film records. It is anticipated 
that this will tend to diminish progres- 
sively from now on, as the system gains 
greater acceptance by both customer and 
staff. 


In the original plan it was decided to 
design the statement to have one fold, 
and the media to be placed loose between 
the folded portion and inserted into a 
window faced envelope. The great dis- 
advantage of this method is the incon- 
venience to the customer when the state- 


ment is removed and the loose media fal] 
out on the floor. At the risk of taking a 
little longer to mail the accounts it js 
accepted that stapling the media on to 
the statement is preferable. 


Balancing of each cycle is a more 
difficult task than with end of month 
billing in the early stages of the change- 
over, due mainly to the inexperience of 
filing, checking and billing staff. How- 
ever, each completed cycle shows steady 
improvement, and it is possible that in 
the foreseeable future, a great deal of 
checking of balances will be eliminated. 


Training of machine operators has 
been simplified with the introduction of 
non-descriptive billing, the operation of 
the machine is simplified and a know- 
ledge of typing is not a pre-requisite for 
the selection of the trainee. 


One interesting development is the un- 
expected benefit which was derived from 
the use of the duplicate copy of the 
statement. These duplicates bound into 
book form are kept in the cycle filing 
tray for one complete cycle, after which 
they are of no further use to the billing 
section. Fairly extensive use is now being 
made of these duplicates by the adijust- 
ment section in locating information 
which can be identified by an amount, 
thus allowing a more positive selection 
of the micro-film required for inspection. 
Similarly, the checking of credit notes 
has been simplified by reference to these 
duplicate copies. 


Conclusion 


Cycle billing has advantages over the 
end of month system for customers’ 


accounts, but my advice for anyone 
contemplating a change, is to plan care- 
fully and thoroughly, be careful of the 
selection of the time to change-over, and 
do not expect great savings immediately. 
These will come in time and it is better 
to consolidate and develop techniques 
before considering economies. 
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How do you do business now? 


This ledger was destroyed by a 
fire in only a few minutes. 

(It wasn’t even a very big fire.) 

Ledgers like this are “protected,” 
too. By steel cabinets that absorb 
all the heat and act like incinerators. 

Here’s the alternative: The 
Remington Safe-File 60 insulated 
filing cabinet. It will keep your 


records intact for an hour when the 
outside temperature is 1700° F. 

Safe-Files have even crashed 
through flaming floors; everything 
inside stayed uncharred. 

Does it make sense to keep all the 
records you can’t replace in 
Remington Safe-Files? 

Obviously. 


Flemington Fland - Whartrees 


AUSTRALIA 


SYDNEY ¢ MELBOURNE ¢ BRISBANE ¢ ADELAIDE ¢ HOBART 


2 0925 69 0660 


5 4651 W 4631 2 2886 
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The most valued partners in any business 


MODELS FOR EVERY PURPOSE 





Root xzermc 


QUALITY WITH ECONOMY 
SPEED WITH EASE OF OPERATION 


PRICE PERMITS ONE ON EVERY DESK 


Ring for free demonstration and trial 
of an Odhner Product. 


All Odhner Machines are the products of 80 years of experience 

in the manufacture of office equipment, and are backed by * 

an after-sales service that is second-to-none and designed to give Co tlnary| Machines 

you continvous trouble-free operation. i 

TY ito 

SOLE AUSTRALIAN AGENTS: 
MELBOURNE: 330 William Street, 344681. SYDNEY: 350 Kent Street, 296537. BRISBANE: 420 George Street, 88758 
ADELAIDE: Office Equippers Pty. Ltd., 144 North Terrace, LA 5041. PERTH: Edwards Business Machines Pty. Ltd., Trinity 
Arcade, 671 Hay Street, 232127. HOBART: J. C. McPhee Pty. Ltd. — Also at Launceston. 
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Accounting for Inflation 


PRACTICAL ACTION IS REQUIRED 


By R. S. GYNTHER, A.A.U.Q., F.A.S.A., F.C.A.A. 
Senior Lecturer in Accountancy, University of Queensland. 


ESPITE credit squeezes and tem- 

porary recessions, inflation is still 
creeping on. The consumer price index 
in all States rose once more during April, 
1961. 


While we have changes in the price 
level in any direction it is the duty of all 
accountants to take these movements 
into account when supplying meaningful 
figures to management. If accountants 
shirk this responsibility they will find 
economists and statisticians taking over 
many of their traditional duties. 


Messrs. Nichols, Shaw, Sterns and 
Forell are to be congratulated for their 
very interesting discussions in the pages 
of this journal during recent months, con- 
cerning problems in accounting for infla- 
tion. These gentlemen consider that the 
balance sheet (as well as the income state- 
ment) should be produced for manage- 
ment in a way to reveal current funds 
employed and so that the ratio of current 
net profit to current funds can be ascer- 
tained and considered. 


This current measure of return on cap- 
ital is the only one worth considering, 
yet most directors would be shocked if 
their company’s rate of return was cal- 
culated in this way. Those accountants 
who have followed these recent articles 
are in a position to employ a method re- 
vealing current funds employed. 


However, the definition of current in- 
come that these gentlemen have adopted 
from that excellent book Inflation and 
Company Finance by Professors Math- 
ews and Grant’ is now disputed. 





|. The Law Book Co. of Aust. Ltd., 1958. 
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Their definition may be demonstrated: 


Accounting Profit, (conventional net pro- 

fit ) 

less Stock Appreciation (difference between 
opening stock valued at historical costs 
and opening stock valued at current 
costs) 

less Depreciation Adjustment (difference be- 
tween depreciation based on historical 
costs and depreciation based on current 
replacement costs of fixed assets) 

equals Current Income 


These adjustments are fairly simple to 
calculate in practice and the professors 
recommend that they be entered in the 
appropriation account before arriving at 
“net distributable income”. By transfer- 
ring these adjustments to reserve ac- 
counts it is claimed that internal finan- 
cial stability will be assured as the dis- 
tribution of inflationary profits in the 
form of dividends is prevented. 


I contend that by confining the adjust- 
ments to the two shown above, an incor- 
rect “current” income is obtained, and 
the transfers to reserves are in many cases 
too large. The professors aim at reduc- 
ing the ratio of liabilities to shareholders’ 
funds during inflation instead of allow- 
ing the ratio to remain approximately 
the same. To express this in another way, 
the professors aim to make shareholders 
provide all the funds to finance inflation. 
This is not essential for stability. 


In addition to the two adjustments 
shown above, adjustments must be made 
for the gains and losses on money claims 
(in and out) despite the arguments put 
forward by Mathews and Grant. 


There is only one real inflationary pro- 
fit and that is the profit from borrowing 
funds (short- or long-term) and repaying 
when money is cheaper. Similarly, there 
is only one real inflationary loss and this 
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is the loss from holding cash or from 
lending money. These inflationary pro- 
fits and losses must be taken into account 
before arriving at “current income”. 
They must also be taken into account 
if we are going to be sure that the pur- 
chasing power of shareholders’ funds will 
be correctly maintained. 


The following statement shows the 

more accurate “Current” income:— 

“Current” Income. In accordance with 

the Mathews and Grant definition and 
as shown in the first statement above. 

less Amount lost through holding cash or 
money claims on debtors during the 
year’s inflation 

plus Amount gained through owing money to 
creditors, debenture holders, and pre- 
ference shareholders during the year’s 
inflation 

equals REAL Current Income (Available for 
distribution to shareholders as dividends 
without impairing REAL capital) 

In the above statement it is obvious 
that there would be no difference be- 
tween our respective definitions of “cur- 
rent” income if (in respect to money 
claims) the amount “lost” during the year 
equalled the amount “gained”. However, 
most companies owe more than they are 


owed (in this way). 


Brief reasons for the adjustments:— 


Re Cash. If an average of £1,000 is 
held at the bank for a whole year during 
which a price index went from 100 to 
110, the sum would have lost one tenth 
of its purchasing power. This loss of 
£100 must be reserved if we are going 
to arrive at correct distributable income 
on the one hand, and if we are going to 
protect the purchasing power of share- 
holders’ funds on the other. 


Re Debtors. These are similar to cash. 
If we are owed an average amount of 
£1,000 by debtors throughout the same 
year, there is another approximate loss 
of £100 which must be treated in the 
same way, i.e. 

Profit and loss appropria- 


tion account 


Capital maintenance reserve Cr.£100 


Re Creditors. These are the opposite 
of debtors and it is argued here that any 
gain through having creditors is distrib- 
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utable*. It is in this regard that there js 
a real difference between these proposals 
and the recommendations of Professors 
Mathews and Grant. 


The following example is over-simpli- 
fied, but the reader will find a similar 
result from a more complex situation. 


If a company at the beginning of a 
year is in this position— 
Subscribed Land 1,000 


capital 1,000 Stock 
Creditors 1,000 (100 units) 1,000 


£2,000 £2,000 


—__ ena 


I see no objection to the following 
position at the end of the year’s trading 
and AFTER distributing all distributable 
income*>— 


Subscribed 
capital 1,000 
Revaluation 
reserve 
— 1,100 
1,100 


£2,200 £2,200 


Land (re- 
valued by 
reference 
to index) 1,100 
Stock (still 


Creditors 100 units) 1,100 


The ratio between the current funds 
of shareholders and creditors has been 
preserved—i.e. both have a 50-50 equity 
in the business. 


However, the Mathews and Grant 
proposals if adopted, would have resulted 
in the following position at the end of 
the year— 
Subscribed 
capital 1,000 


Creditors 1,00 
Reserves 200 
1,200 


Land (if 

revalued by 
reference 

to index)* 1,100 
Stock 

(100 units) 1,100 


£2,200 £2,200 





Remember that I am saying that the loss 
on cash and debtors must not be distr 
buted. 

Presuming the original stocks were sold 
at a profit and a further 100 units were 
purchased. 

I understand that Professor Mathews 
now has no objection to revaluing fixed 
assets on an annual basis using a specilic 
index. 
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So to summarise, Professors Mathews 
and Grant would have:— 

Kept the creditors fixed at £1,000, 

Reduced the dividend by £100 (and 
used the money to pay creditors 
instead), and 

Reserved £200 for the year and not 
£100. 


When we stand back and examine 
this picture it is found that although the 
price index rose by only 10% during 
the year, 20% of the shareholders’ funds 
have been reserved. This is more than 
necessary to maintain the purchasing 
power of shareholders’ funds. 


Re Debenture Holders, Preference 
Shareholders. These should be treated 
in a similar way to creditors but are more 
important for two reasons:— Usually, 
they are much greater than creditors, and 
creditors tend to be offset by debtors and 
cash as pointed out by Professors Math- 
ews and Grant. 

oo cd * oa 

This matter is now discussed from a 
different angle. When depreciation of 
fixed assets is based on their current 
replacement costs, the purchasing power 
of shareholders’ funds is protected and 
sufficient funds are set aside to replace 
existing assets with their exact replicas, 
provided that the funds so provided are 
invested in physical assets whose current 
values will automatically “increase” as 
inflation continues on its way. 


This will not be so to the extent that 
the funds so provided are invested in 
monetary assets such as cash and debtors. 


If these funds are invested in cash and 
debtors, it is necessary to create a reserve 
for the inflationary loss incurred (as re- 
commended above) during each year on 
these monetary assets if the purchasing 
power of shareholders’ funds is to be 
protected, if the correct “current” income 
figure is to be produced, and if we are 
going to prevent the distribution of real 
capital in the form of dividends. 

* * * * 

The need to account for these gains 
and losses on debentures, creditors, 
debtors, cash, etc., would be more ob- 
vous and would attract more attention 
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if a company was operating in a country 
where inflation was really rife. An English 
accountant practising as a management 
consultant in Brazil® reports that price 
levels there have increased by sixteen 
times since 1946. In the accounting sys- 
tems installed by him he has incorporated 
methods to deal with the inflationary con- 
ditions—including the adjustments for 
gains and losses on monetary items. How- 
ever, this system, although very simple, 
has less chance of being recognised by 
the accounting bodies here as historical 
data tends to be lost in the accounting 
procedures. 


The system used by the world-wide 
Philips electrical organisation® also in- 
corporates adjustments for gains and 
losses On monetary items, but it too has 
less chance of recognition than the one 
recommended earlier. 


So far so good, but what indexes 
should be used to measure the gains and 
losses on debentures, creditors, debtors, 
cash, etc.? 


No index is really necessary to measure 
stock appreciation. All that is necessary 
is to calculate the difference between 
opening stocks priced at both historical 
and current prices. 


An index is necessary, however, to cal- 
culate the difference between deprecia- 
tion on historical costs of fixed assets and 
depreciation on their “current” costs. 
of these fixed assets? 


What are “current” costs? 


Professors Mathews and Grant recom- 
mend using the “current replacement” 
costs of these assets, which is similar 
to using a specific index for each type of 
fixed asset in the way used by Philips’. 
This seems to be the most obvious and 
most accurate method even though many 
people who have examined this problem 
have advocated the use of a “general” in- 
dex designed to measure movements in 
the “general purchasing power of 
money” 





5. Journal of Accountancy January, 1961, 
page 69. 

6. Journal of Accountancy July, 1960, page 
a7; 

7. ibid. 





But what is the “general purchasing 
power of money”? Surely it must depend 
on each particular circumstance. The 
general purchasing power of money in 
the hands of a wage earner will be differ- 
ent from the general purchasing power 
of money in the hands of a large manu- 
facturer. In each case it must depend on 
the use to which the money in question 
is put and on the prices of the commodi- 
ties purchased and/or held. 


So the “general purchasing power of 
money” in the hands of a wage earner 
might be indicated by the Consumer 
Price Index, and to a large wholesale 
company by the Wholesale Price Index, 
and so on. 


Therefore separate indexes are re- 
quired for land, buildings, machinery, 
etc. In the absence of official indexes, 
each company should estimate its own 
in order that fairly accurate estimates be 
made each year of the amounts it is 
essential to reserve before paying divi- 
dends—that is, of course, if financial 
stability is to be maintained. 


If money raised from debenture hold- 
ers has been used mainly in fixed assets, 
the special indexes for those assets could 
be used to calculate the inflationary gain 
on these funds. An index for stocks could 
be created and used for assessing the gain 
on creditors and the loss on debtors. The 
same index could be used for assessing 
the loss on cash held. 


The Philips organisation® uses the 
“cost of living index” to calculate the 
inflationary gains or losses on monetary 
assets. 


For years now “thinking” accountants 
have been discussing this problem of in- 
flation and several accounting methods 
which vary only slightly one from the 
other have been produced. By compari- 
son, only a few companies in the world 
have taken any of the necessary construc- 
tive steps to account for inflation despite 
the large amount of literature and many 
recommendations. Transfers to reserves 
continue to be made by rule-of-thumb 
methods or by merely reserving every- 





8. ibid. 
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thing over what is considered to be a 
fair dividend. 

This is not good enough. Accounting 
for price level changes must be adopted 
by every company— 

if sound bases for pricing policies are 

to be provided; 

if the purchasing power of sharehold- 

ers’ funds is to be maintained; 

if the distribution of real capital in 

the form of dividends is to be pre- 
vented; 
if taxation legislation is ever to be 
altered to provide for equitable tax- 
ation based on “current” incomes* 

if accounting reports are to contribute 
to the maintenance of national eco- 
nomic equilibrium”. 

So what are the best positive steps 
that can be taken now? 


Accounting bodies must press for the 
publication of official indexes for various 
types of land, buildings, stocks, etc., so 
that all companies will have the neces- 
sary tools for the compilation of supple- 
mentary financial statements for the in- 
formation of managements. It is believed 
that if solid representations are made to 
the Commonwealth Bureau of Census 
and Statistics for the preparation of such 
indexes it might be possible for their pub- 
lication to be arranged. Only then after a 
period of experimentation on he prepara- 
tion of supplementary statements, are 
recommendations for uniformity likely 
to be issued by accounting bodies. 


In the meantime, those responsible for 
accounting education, should ensure that 
all students passing through their hands 
are aware of the problems that inflation 
presents, and that they are aware of ac- 
counting methods that will reveal current 
income and current net worth. 





. On page 104 of Inflation and Company 
Finance by Mathews and Grant, it caf 
be seen that ‘taxes payable’ in several years 
exceeded ‘current income’ in the textile 
industry. 

. Conventional accounting tends to over 
state real income on the upswing of the 
economic cycle, and understate it on 
downswing. This tends to react unfavour- 
ably in investment decisions by business 
men. 
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Recent Legal Decisions _ By L. Cc. VOUMARD, B.A., LLB. 


Dispensing With List of Contributories 


Section 257 of the Companies Act 
1948 (Eng.) provides that after 
making a winding-up order the 
court shall settle a list of contribu- 
tories, but adds that where it ap- 
pears to the court that it will not be 
necessary to make calls on or ad- 
just the rights of contributories the 
court may dispense with the settle- 
ment of the list. [Similar provisions 
are to be found in our local legisla- 
tion—see, e.g., Section 184(1) of 
the Companies Act 1958 (Vic.).] 


The recent English case of In re Para- 
gon Holdings Ltd. [1961] 2 W.L.R. 421 
concerned an unsuccessful application by 
a liquidator for an order dispensing with 
the settlement of the list of contributories 

The company was being wound up 
compulsorily by the court. After the pay- 
ment of debts there remained a surplus 
of £857,654 for distribution to members. 
Of this, the sum of £813,322 was re- 
quired to meet the claims of the holders 
of 1,311,810 cumulative preference par- 
ticipating shares. When the liquidation 
began, transfers of 213,000 of these 
shares had been signed, but not regis- 
tered. The registered holders of those 
shares—that is, the transferors—auth- 
orised the liquidator to make the neces- 
sary payments in respect of those 
shares to the transferees. The liquidator 
then prepared a schedule setting out the 
total amounts payable to the holders of 
the preference shares, whether as regis- 
tered holders or transferees from a regis- 
tered holder and, as all the issued capital 
of the company had been fully paid, 
sought an order dispensing with the settle- 
ment of a list of contributories, and an 
authority to make a payment to all the 
persons named in the schedule he had 
prepared. 


Buckley, J., held that it was undoubt- 
edly a case where the court had power to 
make the order sought—in the words of 
the section, it was not a case where it 
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was necessary to make calls on or adjust 
the rights of contributories—yet he de- 
clined to make the order. The company 
was a large one, and its shares were 
widely distributed in small quantities, and 
in the absence of a list of contributories 
the court could not be sure that the per- 
sons named in the schedule were the 
proper recipients for the proposed dis- 
tribution. The liquidator, therefore, was 
required to proceed to settle the list in 
the usual way. 


That Ultra Vires Rule Again! 


Parke v. Daily News Ltd. & Others 
[1961] 1 W.L.R. 493 is a case in 
which an injunction was granted 
to restrain a company from making 
a proposed payment on the ground 
that, in the absence of evidence to 
the contrary, the payment was 
ultra vires the company. 


Due to heavy financial losses, Daily 
News Ltd. arranged to sell its two news- 
papers, the “Star” and the “News Chron- 
icle” to another company for about £2 
million. Very fairly, the Daily News’ 
directors intended—and they publicly 
made known that they intended — to 
devote the greater part of this sum to 
compensating the staff and pensioners of 
the company for loss of pension rights 
and pension benefits, and to paying the 
staff sums of money in lieu of notice. 
The directors convened a meeting of the 
company to authorise the application of 
the £2 million as follows: (a) in repay- 
ment of a loan to the company, £500,000; 
(b) in discharging certain liabilities to 
former employees, £390,000; and (c) to 
pay compensation for loss of pension 
rights on a stated basis, £1,110,000. 
There was no dispute about the payments 
under (a) and (b) — these payments 
had been made, anyway — but, on the 
ground that the payment proposed under 
(c) was ultra vires, a shareholder sought 
an injunction to restrain the directors 
from making it. 
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In the absence of evidence to the con- 
trary, the court assumed that this par- 
ticular payment was a gratuitous one. 
This raised the whole question of ex- 
gratia payments by a company. In /n re 
Lee, Behrens & Co. Ltd. [1932] 2 Ch. 
46, Eve, J., had laid it down that the 
validity of such grants was to be tested 
by the answers to three questions: (1) Is 
the transaction reasonably incidental to 
the carrying on of the company’s busi- 
ness? (2) Is it a bona fide transaction? 
(3) Is it done for the benefit and to pro- 
mote the prosperity of the company? 


These questions were asked of the 
payment here proposed. There was no 
question of the bona fides of the direc- 
tors, but there was no evidence to show 
that the proposed payment satisfied the 
tests set out in the first and third of these 
questions, especially as the amount in- 
volved was very large, and the company’s 
business, after it had disposed of its two 
newspapers, was of a very modest char- 
acter. Consequently, a prima facie case 
existed that the proposed payment was 
ultra vires the company, and the share- 


holder got the injunction he asked for. 


“Penalty” May Not Mean “Penalty” 


Generally speaking, if an agreement 
provides that on its breach one party 
shall be liable to pay to the other a 
stated sum of money by way of 
penalty, that penalty clause will not 
be enforced; the plaintiff is limited 
to such damages as he can prove 
(not to exceed in any event the 
amount stipulated for as a penalty). 
But, as the decision of the majority 
of the Court of Appeal in Alder v. 
Moore [1961] 2 W.L.R. 426 shows, 
the fact that the agreement uses the 
word “penalty” does not necessarily 
produce this result. 


The defendant was a professional foot- 
baller, and a member of the Associated 
Football Players’ and Trainers’ Union. 
The Union effected a policy of insurance 
on behalf of its members, pursuant to 
which a member of the Union, who was 
registered as a player, was to be paid 
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£500 by the insurer if he should sustain 
permanent total disablement. 


The defendant injured an eye (his 
own) in a football match, and the injury 
was certified as constituting permanent 
total disablement, so the insurer paid him 
the £500. But at the time of payment the 
defendant signed a declaration pursuant 
to one of the clauses in the policy read- 
ing, “In consideration of the above pay- 
ment I hereby declare and agree that | 
will take no part as a playing member 
of any form of professional football in 
the future, and that in the event of in- 
fringement of this condition I will be 
subject to a penalty of the amount stated 
above.” 

However, within four months of re- 
ceiving this payment, and notwithstand- 
ing that there had been no improvement 
in the condition of his eye, the defendant 
began to play professional football again. 
(“Young and energetic footballers,” re- 
marked Sellers, L.J., in the course of his 
judgment, “are a tough breed.”) The in- 
surer also thought, apparently, that the 
defendant was a “bit tough” in playing 
football without refunding the £500 paid 
to him, and sued to recover it as repay- 
able under the terms of the release which 
he had signed. The defendant resisted 
this demand on the ground that the pay- 
ment claimed was a penalty, and as such 
was not recoverable. 

The court, by a majority, upheld the 
insurer’s claim, even though this involved 
saying that in using the word “penalty” 
the insurer did not mean what it said. 
The basis of the decision was that the 
repayment of the £500 was neither the 
imposition of a fine nor a penal payment; 
that all the release did was to impose on 
the defendant an obligation to reimburse 
the insurer the amount originally paid 
out on a basis which subsequent events 
showed to have been false. 


Restoration to Register. 


In 1955, the Registrar of Compan- 
ies, acting under Section 353 of the 
Companies Act 1948 (Eng.), which 
gives him power to strike a defunct 
company off the register, struck 
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the name of New Timbiqui Gold 
Mines Ltd. off the register. 


At that time neither A nor B was a 
member or a creditor of the company. 
In 1959 A acquired a number of bearer 
shares in the company (bearer shares be- 
ing permitted under the English Act, al- 
though not under the Victorian Act), 
and in 1960 both A and B took assign- 
ments of certain debts due from the com- 
pany. They then (presumably in the hope 
or expectation that the shares and debts 
so acquired might be worth something) 
sought an order to restore the company’s 
name to the register under Section 353(6) 
of the Companies Act. This section, like 
its local counterparts, provides that “if 
a company or any member or creditor 
feels aggrieved” by the striking off, the 
court may, on application, order the 
name of the company to be restored. 


The proceedings are reported in Jn re 
New Timbiqui Gold Mines Ltd. [1961] 
2 W.L.R. 344, where Buckley, J., dis- 
missed the application. The section makes 
it clear that the only persons who can 
apply are the company or any member 
or creditor of the company, and this in 
his lordship’s opinion, requires that the 


applicant should have been either a mem- 
ber or a creditor at the date the com- 
pany’s name was struck off; anyone who 
purports to become a member or creditor 
after that date is not a member or credi- 
tor within the section. It makes no differ- 
ence whether the applicant who purport- 
ed to become a member or creditor after 
that date was ignorant of the dissolution 
or not. 


There was some suggestion that the 
petitioners had purported to become 
members or creditors with knowledge of 
the prior dissolution, but even on this 
basis their position was not improved, for 
if they were aware of the dissolution be- 
fore they acquired the shares or debts, 
how could they say they were aggrieved 
by the company having been struck off? 


And, his lordship added, even if he 
were wrong in his view that the section 
required the petitioners to have been 
members or creditors at the date the 
company was struck off, the section only 
gives the court a discretion to order 
restoration, and he did not consider that 
this was a proper case for the exercise 
of that discretion in favour of the peti- 
tioners. 





THE AUSTRALASIAN INSTITUTE OF COST ACCOUNTANTS 


Vacancies for Examiners and Assistant Examiners. 


APPLICATIONS are invited for appoint- 
~~ ments as examiners and assistant examin- 
és in all papers of the new syllabus of the 
Institute, examinations in which will commence 
in May, 1962. 


The duties of each examiner will include 
the setting of one question paper for each 
half-yearly examination, and the marking of 
answers submitted by candidates in all States. 


_ The duties of each assistant examiner will 
include the working of the draft question 
Papers supplied by the examiner and the pre- 
Paration of complete answers to all questions. 


The remuneration will be in accordance 
with a scale of fees determined by the General 
Council. Further particulars of duties and the 
scale of fees will be supplied by any State 
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Registrar upon receipt of a request in writing. 
Appointments will be made as follow— 


Stage 1. 
Organisation and Management: One exam- 
iner and one assistant examiner. 
Advanced Cost Accounting: Two examiners 
and two assistant examiners. 


Stage 2. 
Managerial Economics: One examiner and 
one assistant examiner. 
Business Forecasting, Planning and Control: 
One examiner and one assistant examiner. 


Applications, including full particulars of 
qualifications and experience, must be lodged 
with the General Registrar of the Institute, 37 
Queen Street, Melbourne, C.1. not later than 
15 August, 1961. 
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STUDENTS’ SECTION 


Classification and Charts of Accounts 


By W. J. GUY, A.A\S.A., A.C.A.A. 


HE accounting process is essentially 

one of classification by stages so that 
financial and operating statements of the 
accounting unit may be recorded and pre- 
sented accurately and clearly. 


The following broad definition of ac- 
counting was issued by the committee on 
terminology of the American Institute of 
Accountants. 

“Accounting is the art of recording, classify- 

ing and summarizing, in a significant manner 

and in terms of money, transactions and 

events which are, in part at least, of a 

financial character, and interpreting the 

results thereof.” 
This definition could be said to confirm 
that the central feature of the account- 
ing process is a sound system of accounts 
classification. 


Accounting Units 


Accounting units can be divided into 
four main classes — (a) Business enter- 
prises; (b) Non-profit making associa- 
tions; (c) Trustee estates; and (d) Gov- 
ernments. 


All these units produce statements 
showing results of financial transactions 
for a given period, and a statement of the 
financial position at a given date. How- 
ever, these accounting units would not 
follow identical procedures in recording, 
classifying and summarizing, in a signi- 
ficant manner, and in terms of money, 
the transactions and events which have 
occurred in a given period. Attention in 
this article will be confined to the first of 
the four accounting units listed—business 
enterprises. The selection of one of the 
four accounting units does not mean that 
we can outline an accounts classification 
which may operate in every enterprise. 
Certain basic principles of classification 
can be applied, however. 
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Preliminary Considerations 


The accountant in a business enterprise 
is concerned with both proprietorship and 
management accounting. Sound plan- 
ing of the accounting system will allow 
the needs of proprietors and management 
to be served. Both require information 
and statistical data for the effective control 
of operations, and the reporting of finan- 
cial transactions can be made readily 
available if the recording mechanism is 
well planned. 


Analysis of Operations 


In planning a system of accounts classi- 
fication the operations of the particular 
enterprise should be analysed so that 
operating and final statements can be 
drafted and their usefulness assessed 
against the needs of the proprietors, and 
the demands of management. Manage- 
ment invariably re quests information 
varying in detail and requiring some 
thought as to method and, frequently, of 
presentation. For present consideration 
the analysis could proceed from an 
examination of the balance sheet and the 
revenue statements. This examination 
would reveal that certain basic principles 
of classification could be established and 
ideas developed on how best to prepare 
a chart of accounts. Brief consideration 
also could be given to the preparation 
of reports for management, readily avail- 
able from our planned approach to ac 
counts classification. 


Proprietorship Statements 


A suggested presentation, somewhat 
condensed, follows: 
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BALANCE SHEET ACCOUNTS 


Account Group No. 1 
Control 


Fixed (or Non-Current) Assets Account 


Freehold Land .... PA he ape 101 
Buildings .... .. omg: 102 
Plant and Machinery hag om 103 
Office Equipment ... owes. he 104 
Fixtures and Fittings 105 
Cars and Trucks 106 
(at Cost less Depreciation) ‘10301 to 10601 


Intangible Assets 


Goodwill 1101 
Patents 1102 


Account Group No. 2 


Current Assets 
Cash and Bank Balances 201-202 
Trade Debtors 203 
(less Provision for Doubtful | Debts) 20301 
Other Debtors 204 
Stock 205 
Work-in- progress 206 
Investments 207 
Prepayments 208 
Deferred Assets 
Loans 2001 


Account Group No. 3 

Proprietorship 

Authorised Capital 

Issued Capital .... 

General Reserve .... 

Profit and Loss Appropriation A/c 


Account Group No. 4 

Deferred Liabilities 
Mortgage 

Current Liabilities 


Trade Creditors 

Other Creditors 
Accrued Charges 
Provision for Taxation 
Bank Overdraft . 


The balance sheet arrangement is largely a 
question of preference. However, current 
thought on the presentation of the final ac- 
counts suggests an alternative grouping with 
Current Assets and Deferred Assets as Group 
No. 1, Fixed Assets as Group No. 2, Pro- 
prietorship as Group No. 4 and Current 
Liabilities as Group No. 


PROFIT AND LOSS ACCOUNT 
Profit on Trading after 
Providing for Director’s Fees ( ) 
and Depreciation (........ ) 
Non-operating Income 
Deduct: 
Non-operating Expenses 
Provision for Taxation 
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PROFIT AND LOSS APPROPRIATION 
ACCOUNT 


Balance at...... 

Less Dividend declared. 
out of profits for 
Add: 

Net Profit for 

Balance at 


The information shown in the pub- 
lished accounts is a very brief summary 
of transactions and events, and is essen- 
tially a financial statement classification. 
It is adequate for proprietorship require- 
ments but quite inadequate for the varied 
and, invariably, pressing demands of 
management for information. The most 
interesting phase of accounts classifica- 
tion is that of — (a) Income or revenue; 
(b) Costs and expenses—and the effec- 
tiveness of this accounting classification 
is fundamental to the presentation of 
prompt and reliable accounting informa- 
tion. 


DEFINITION OF ASSETS AND 
LIABILITIES 


To more clearly understand the items 
forming part of the assets and liabilities 
groups an examination of definitions is 
necessary. The definitions which follow 
give adequate expression to the way in 
which the items should be classified. 


ASSETS GROUP 
Current Assets 

Definition 1: Cash, accounts and notes 
receivable from outside and inventories 
of stock-in-trade which in the regular 
course of business will be readily and 
quickly realized, together with such addi- 
tional assets as may be readily converted 
into cash without impairing the business 
or enterprise. 

Definition 2: Cash and other assets 
or resources commonly identified as those 
which are reasonably expected to be 
realised in cash or sold or consumed 
during the normal operating cycle of the 
business. 


Non-Current or Fixed Assets 


Definition: Those assets which the 
business holds more or less permanently, 
such as the physical property and plant 
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which are the basis of its operations, 
intangible assets like goodwill, and, in 
the case of a parent company, invest- 
ments in subsidiaries held for the pur- 
pose of maintaining effective control and 
ownership of them. 


Note:—In the Non-Current or Fixed 
Assets groups are contained (a) Deferred 
Assets. (Basically current in nature such 
as long-term debtors and long-term 
loans), and (b) Jnvestments. (All invest- 
ments not considered as coming under 
the test of current assets.) 


LIABILITIES GROUP 

Current Liabilities 

Definition: This term is used princi- 
pally to identify and designate debts or 
obligations, the liquidation or payment of 
which is reasonably expected to require 
the use of existing resources properly 
classifiable as current assets or the crea- 
tion of other liabilities. 


Note:—Bank overdraft should be in- 
cluded with current assets unless there 
are good reasons for their inclusion in 
deferred liabilities. 


Deferred Liabilities 


Liabilities which do not come within 
the description of current liabilities and 
which are due to persons other than the 
proprietor. For example: Long term 
loans to the business, i.e. mortgages and 
unsecured loans. 


Proprietorship 

Proprietorship is the difference be- 
tween the assets and the liabilities. 

Note:—The accounts should be gene- 
rally as follows — Authorised Capital, 
Unallotted Shares, Profit and Loss Ap- 
propriation Account, General Reserves, 
Specific Reserves and Plant Revaluation 
Reserve. 


CLASSIFICATION OF OPERATING 
STATEMENTS 

Group No. 1— Trading; Group No. 
2 — Profit and Loss Account. The pur- 
pose of these operating statements is to 
ascertain net trading results — profit or 
loss—for a given period. This is achieved 
by matching revenue and costs. 
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Trading Account 


Group No. 1 — Sales (Analyse further 
by zones, salesmen, departments, pro- 
ducts or types of services). This group 
should include all accounts related to the 
sale of products, services or other units 
of activity as well as credit sales, cash 
sales and returns inward. 


Group No. 2 — Cost of Goods Sold, 
(Analyse further by departments, types, 
etc.). This group should include all 
expenses and costs of the acquisition of 
products, services and other units of 
activity, as well as purchases by cash or 
on credit (analysed by departments and 
types), returns, freight, duty, clearing 
charges and cartage to store, thereby 
giving the cost into store. Adjustments 
for opening and closing stocks give the 
cost of goods sold. 


Manufacturing Account 


Group No. 1—Sales. (Analyse further 
by zones, salesmen, departments, pro- 
ducts or types of services). This group 
should include all accounts related to the 
sale of products, services or other units 
of activity 2 ell as credit sales, cash 
sales and returns iuward. 

Group No. 2——Cost of Sales (by means 
of manufacturing and trading statement 
which should include all expenses and 
costs related to products completed dur- 
ing the period covered by the statement). 
Group 2 should also include purchased 
materials (the control over which may 
involve problems of types, special pro- 
jects, etc.), direct labour and manufac- 
turing expenses. These divisions offer 
scope for classification in accordance with 
both functional and departmental respon- 
sibility. Adjustments for opening and 
closing stocks of materials and/or work- 
in-progress give the cost of manufacture. 


PROFIT AND LOSS ACCOUNT 


In trading and manufacturing activities 
the profit and loss account can be sec- 
tionalised as operating and non-operating 
with the operating expenses being of three 
categories, i.e. selling and distribution, 
administrative and financing. For mant- 
facturing activities specifically the above 


The Australian Accountant, July, 196): 











ANNOUNCING... 


NEW TERM CLASSES 





Accountancy classes: All day classes and evening classes preparing for Ac- 
countancy Examinations in October-November 1961 are filled. Enrolments for 
the new term beginning 13th November, 1961 are now being completed. 


Secretarial classes: Evening classes preparing students for the November/ 
December 1961 examinations conducted by the Institutes of Secretaries begin on 
4th July, 1961. 


Cost Accountancy Classes: Evening classes for the October, 1961 examinations 
conducted by the Australasian Institute of Cost Accountants begin as follows:- 


On 7th June, for Papers Nos. 3, 4, and 5. 


ive the 


further On 5th July, for Papers Nos. 1 and 2. 
5 pro- 
Sroup Sales Management: No further enrolments for classes preparing for the 
to the 
r Units November 1961 Examinations can be accepted. However enrolments are now 
3, cash being arranged for the May 1962 Examinations as follows:- 
For Intermediate Commercial Law on 15th November, 1961. 
means 
tement For other Intermediate subjects on 19th January, 1962. 
‘ = For Final subjects on 19th January, 1962. 
ment). 
chased 
h may CORRESPONDENCE INSTRUCTION 
a4 Those who desire to prepare for their accountancy examinations studying by 
; offer correspondence in the quiet comfort and convenience of their own homes may 
ce with enrol with the College at anytime. 
espon- 
ig - Full details of time tables, fees, and enrolment procedure gladly given upon 
work- 
acture. request. 
NT 
vite A. E. SPECK COMMERCIAL COLLEGE 
De SCC 138 Flinders Street, Melbourne, Victoria. 
erating 
vf three MF 4648. 


bution, 
manu- 
above 








tne 





, 1961. 
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al OF eo} 0) C1 
absolutely 


EVERYTHING... 
quick as a wink!” 


THE A.B. DICK MODEL 103 PHOTOCOPIER 
makes legally acceptable DRY, mailable QUALITY photo-copies in seconds! 
EVERYTHING — not just some things — but EVERYTHING, even faint rubber 
stamp impressions are copied permanently in deep black on fine quality white 
AGFA COPYRAPID PAPER. Copies are made instantly (no aggravating warm-up 
time) in complete safety, with no heat damage to costly originals . . . and there 
are no ‘expensive replacements or maintenance necessary. 


PRICE {including Sales Tax) ...... £79/10/0 


For a free demonstration, copying your documents under your conditions, phone— 


SYDNEY 61-9516 - MELBOURNE 32-4325 - CANBERRA 4-4090 - PERTH 21-7288 
BRISBANE 5-2218 - ADELAIDE 51-5611 - LAUNCESTON 2-4731 


Ar 48 8 EQUIPMENT: 
149 CASTLEREAGH STREET, SYDNEY. 61-9516 
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categories — to provide adequate control 
ation — should be divided into (a) 
charges, (b) variable charges and 
(c) predominantly non-variable charges. 
"The following items should be included 
in the operating expenses category. 
\ Selling and Distribution: Warehous- 
me: Rent, depreciation, wages and 
jes, insurance, etc. Selling: Salaries, 
gommissions, car allowances or deprecia- 
fon on cars, car running expenses, pro- 
jon of rent, advertising, etc. Distri- 
Bion: Vehicle costs or cartage paid 
gntractors, packing, etc. (If advisable 
aalyse in accordance with sales dissec- 
tion— refer to trading account). 

Administrative: Audit fees, salaries of 
accounting staff, communic:tions, rent, 
management expenses, etc. 

Financing: Interest, discount allowed, 
bad debts written-off, provision for bad 
debts, expenses of collecting debts. 
Cash discounts received and _ interest 


charged creditors should be deducted. 


The non-operating revenue and ex- 
penses should include: 


Revenue and 
costs not directly related to the enter- 
prise usually of a minor or unrelated 
nature when considered against the prin- 
cipal objectives. Examples: Sales of by- 
products, etc., large items of costs such 
as legal fees, insurance losses (if not 
adequately covered). Include also adjust- 
ments related to prior years such as bad 
debts, gain or loss on sale of assets, ad- 
justments of errors. Costs of earning any 
non-operating income — or revenue — 
would be included in the non-operating 
expense section. 


ESSENTIAL PARTS OF 
SYSTEMATIC ACCOUNTING 


Income or revenue classification would 
not give any particular difficulties in a 
manufacturing enterprise to the point of 
tequiring detailed consideration. Costs 
and expenses would, however, require 
careful consideration in view of the 
volume of what are termed the evidence 
records, the records of original entry and 
the records of final entry. These three 
documents have been described as follows 
im the accounting sense. 
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Evidence record: An initial document 
or copy of a document evidencing a 
transaction or operation. 

Record of original entry: An entry 
analysing each transaction or operation 
and its effect upon financial obligations 
and resources. 


Record of final entry: This analyses 
records of original entry into classes, 
each class consisting of financial obliga- 
tions or resources. 


The volume of evidence records to be 
handled and the business statistics advis- 
able should determine the accounting 
control data necessary. This, in turn, 
influences the approach to the classifica- 
tion of accounts. 


BASIC METHODS OF 
CLASSIFICATION 


A combined functional and depart- 
mental approach may be found mutually 
satisfactory or possibly a natural or objec- 
tive basis may be considered satisfactory. 
These methods of classification could 
be reliably defined— or described — as 
follows: — 


Functional Classification 


The accounts are set up in such a way 
as to test the results of the operations of 
the enterprise according to its various 
activities or functions. These functions 
may cover — production, marketing, ac- 
counting, financing and personnel or such 
other functions dictated by the structure 
of the particular organization. 


Departmental Classification 


The main functions of the enterprise 
are split up into various operating de- 
partments. By this method the operating 
results for each department may be made 
known. 


Natural or Objective Classification 


The quality or nature of the object is 
recognised and the transaction recorded 
under the appropriate heading such as 
buildings, plant, salaries and wages, rates 
and taxes, insurance, rent, purchases, 
etc. 

This system would not be suitable for 
an enterprise requiring control informa- 
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tion. It appears to have received earlier 
recognition as the subjective basis of 
classification. 

The financial statement classification 
was referred to when considering the 
balance sheet accounts and, with the 
three other methods outlined, gives four 
basic methods of classification. 


Symbolisation or Code Indexing 


The symbol system to be used will 
need to be carefully selected. There are 
various methods of coding the accounts 
and the most useful ones are alphabetic, 
numeric or a combination of alphabetic 
and numeric. 

The various methods of coding are 
illustrated below in outline. 


(1) 

(a) Operating Expenses 5 
(>) Manufacturing Expenses 51 
(c) Direct Labour 511 
Indirect Labour 512 
Salaries—Supervision 513 
Rent .... 514 
Repairs 515 
Maintenance 516 


The decimal system (method No. 5) 
obviously offers the greatest scope for the 
sub-division of expenses. Method No. 4 
gives scope for 99 individual subdivisions 
and could be applied with advantage in 
most enterprises. 


CLASSIFICATION OF REVENUE 
COSTS AND EXPENSES 


Earlier a balance sheet outlining ac- 
count groups numbered from 1 to 4 
(both inclusive) was illustrated. The 
other groups and the accounts to be set- 
up to provide adequate coverage for a 
moderate sized manufacturing enterprise 
are given below in group number and 
consequent account numbers. 


Account Group No. 5 
Operating Revenue 
Account Nos.— 
501 Sales — Manufactured Goods, 
502 Returns and Allowances. 


Account Group No. 6 
Operating Expenses — (First Division) 
61 Manufacturing Costs 
Account Nos.— 
6101 Raw Material Purchases. 
6102 Returns and Allowances. 
6103 Freight Inward. 
6104 Production Labour. 
62 Selling Expenses 
Account Nos.— 
6201 Storage. 
6202 Advertising and Display. 
6203 Salesmen’s Salaries. 
63 Administrative Expenses 
from 6301 
64 Finance Expenses 
from 6401 


5 


(2) (3) (4) (5) 
E E 5 


EA El 51 51 
EAA Ell S101 51.01 
EAB 
EAC E13 5103 51.03 
EAD E14 5104 51.04 
EAE E15 5105 51.05 
EAF 


E12 5102 51.02 


E16 5106 51.06 


Account Group No. 7 
Non-operating Income and Expenditure 
71 Non-operating Income 
Account Nos.— 
7101 Income from Investments. 
72 Non-operating Expenses 
Account Nos.— 
7201 Donations to Charities. 
7202 Provision for Income Tax. 
7203 Loss on Sale of Assets. 


Account Group No. 8 
Determination of Profit 
Account Nos.— 

801 Manufacturing Account. 
802 Trading Account. 
803 Profit and Loss Account. 

The selection of the divisions is a matter of 
suitability to the enterprise under consideration. 
Some alternative divisions are given below in 
Figure 1. 


FIG. 1 


Accounts 

numbered (1) 
1 to 100 

101 to 200 

201 to 


Current Assets 
Fixed Assets 
Other Assets 


Current Liabilities 
Other Liabilities 
Proprietorship 

Income 

Manufacturing Expenses 
Administrative Expenses 


301 to 
401 to 
501 to 600 
601 to 
701 to 
801 to 
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Current Assets 
Fixed Assets __ 
Current Liabilities 


Proprietorship 

Income 

Manufacturing Expenses 
Administration Expenses 
Sales Expenses 

Clearing Accounts - 


(2) (3) 


Operating Revenue 

Operating Expenses 

Non-operating Income and 
Expenses 

Appropriation of Profit 

Assets 

Liabilities 

Shareholders’ Funds 

Accumulated Capital 
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CONTROL ACCOUNTS 


In the practical application of account- 
ing classification many of the accounts 
listed are further analysed departmentally 
the group total being recorded in a main 
column with subsidiary columns record- 
ing the detail. This can apply to all 
accounts with, possibly, greater emphasis 
on sales and expenses accounts. With 
the planned use of control accounts func- 
tional and departmental classification can 
be combined thereby enabling interpreta- 
tion of accounting data for a function or 
department. 


RULES OF CLASSIFICATION 


It is advisable to consider whether the 
tules of classification can be applied to 
the various phases of accounts classifica- 
tion discussed and they are therefore set 
out for examination. 

The form in which the final financial 
and operating statements are to be pre- 
pared should govern and determine the 
classification. 

The classification should be exhaustive 


and the groups and items in the ciassi- 
fication should be mutually exclusive. 


The classification should be flexible. 


The grouping of balance-sheet accounts 
should clearly distinguish between the 
various classes of assets and liabilities. 


The grouping of revenue accounts 
should correspond with the organisation 
structure. 

The subdivision of income - account 
groups should be governed by the needs 
of management for information as a 
means of control. 


Wherever possible, the classification of 
costs and expenses should distinguish be- 
tween fixed charges and variable costs. 


Though the needs of management are 
the prime consideration, the classification 
of revenue accounts should be so arranged 
a to facilitate preparation of returns 
required for taxation or other govern- 
mental purposes. 


Each account in the classification 
should be given a title which is adequately 
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descriptive of its purpose and of the 
character of the information which it 
contains. 


FIXED CHARGES AND VARIABLE 
COSTS 


One of the rules of classification which 
warrants closer examination is that of 
fixed and variable costs; the behaviour 
of costs and expenses in relation to 
changes in volume of activity affords 
considerable scope for rendering assist- 
ance to management besides providing 
opportunity for the expression of ideas on 
how accounting data should be arranged. 


Once again a general expression of the 
form of classification is limited by the 
particular needs of the business enter- 
prise. 


If we recognise that costs are (a) vari- 
able, (b) non-variable, (c) predominantly 
variable and (d) predominantly non- 
variable, and if the requirements of the 
enterprise extend to a comprehensive cost 
accounting system, the classification of 
accounting data must be planned so as 
to furnish cost information and cost 
studies. The behaviour of costs under 
varying levels of activity offers scope for 
the interpretation of accounting data. 


REPORTS FOR MANAGEMENT 


The ultimate test of the effectiveness 
of the system of classification is its 
capacity to make available reports for 
management which will assist in the day- 
to-day management of the business. 


The problem posed by management 
can be adequately covered if the planning 
clearly establishes the importance of the 
evidence record, the record of original 
record and the record of final entry in 
the accounting system. With good evid- 
ence records and a regular flow from the 
evidence record through to the record 
final entry reliable control data can 
emerge by the accounting staff exercising 
common sense. If some form of budgetary 
control is in operation the needs of man- 
agement can, possibly, be more com- 
pletely satisfied. 
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ACCOUNTING MANUALS 


An accounting manual is a complete 
list of account numbers covered in the 
classification of accounts. It should 
contain a description of each group of 
accounts and of each account within the 
group. The title and account symbol 
should be clearly stated. 


The manual should contain clear in- 
structions on the transactions or type of 
transactions to be entered in the accounts 
and the source and types of entries. Any 
entries that should not appear in accounts 
must also be stated. The final resting 
place of the account balance should be 
stated. 

The purpose of the manual is to guide 
accounting staff with a view to ensuring 
consistent and correct treatment of the 
various transactions. Consistency is most 
important if reliable accounting informa- 
tion is to be presented. The training of 
staff and interchange of duties can be 
facilitated where an accounting manual 
is in use. 

The manual should, if possible, contain 
a description of the complete accounting 
system of a concern with specimen forms 
and illustrations of the flow of paper 
work, 

EXAMPLES FROM MANUAL 
102 — Buildings 

This account covers all buildings in exist- 
ence at the beginning of financial period and 
all structures erected since that date. Building 
cost is to include foundations and all service 
installations such as electricity, water, gas and 
air which are affixed to the structure or cannot 
be removed at a later date without damage to 
the structure. 


103 — Plant and Machinery 


This account covers the cost value of all 
plant and machinery, and permanent tools used 
with or on the machines. 


Overhead cranes, hoists, etc., installed jp 
buildings or gantries are not to be charged to 
this account. 


Charge with duty, freight, clearing charges 
and any costs associated with placing equip- 
ment on site. 


Charge with foundations for equipment, 
installations of power and other services from 
point of supply as already installed in build. 
ings. 


An accounting manual prepared cover- 
ing — (a) account number, (b) title, (c) 
nature of items to be dealt with, (d) 
debits to the account, (e) credits to the 
account, (f) reference to standing journal 
entry symbol and (g) remarks on any 
special features, would meet the needs 
of most enterprises. Extensions of the 
manual to a diagrammatic expression of 
all phases of the accounting system would 
be a desirable — if presently unattainable 
— objective. 


CONCLUSION 


The study of accounting data and 
classification of the data in its elementary 
and final stages is, as stated in the open- 
ing remarks, the central feature of the 
accounting process. The field of enquiry 
and methods of application have been 
dealt with rather broadly and further 
examination of this most important sec- 
tion of accounting theory and practice 
can yield most useful information to the 


student. 
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Current Problems Discussed in 


Overseas Journals 


Notes prepared by the teaching staff of the Department 
of Accounting in the University of Melbourne. 


Absorption Accounting 


William L. Ferrara suggests that a de- 
cision whether information derived on a 
“direct” or “absorption” costing basis is 
preferable depends upon whether the 
purpose is income measurement or 
short-term strategic business decisions. 
He criticizes typical absorption costing 
systems, suggesting that they segregate 
as waste some essential costs, particularly 
of semi-variable items such as super- 
visors’ salaries. He examines the assump- 
tions upon which these systems are based 
and suggests better absorption costing 
methods, more appropriate to the truth 
of typical manufacturing situations. The 
atticle is entitled “Overhead Costs and 
Income Measurement” and appears in 
The Accounting Review, January. 


Accounting Reports 

“Notes To Financial Statements” is the 
tile of an article by S. Chan in The 
Journal of Accountancy, March. He 
considers when and under what circum- 
stances the footnotes to financial state- 
ments should be mentioned in _ the 
auditor’s opinion. He gives a number of 
examples and suggests appropriate forms 
of wording for various types of cases. 


Budgeting and Cost Control 


Robert M. Tracy describes the steps 
which a medium-sized life insurance 
company took, through budgetary con- 
trol, to keep expenses within reasonable 
limits in “Budgets and Home Office Ex- 
penses”, The Controller, March. 
Classification 

An article “Accounts Codes” by Brian 
A. Maynard in The Accountant, 25 
March, shows how management can more 
quickly obtain control information with 
4 proper grouping of the accounts. The 
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advantages of classification and some of 
the pitfalls to be avoided as well as a 
method of organising such a system are 
outlined. The author suggests that the 
code should be integrated with other 
coding systems, such as stores, sales, em- 
ployee identification. 


Costing 

“How to Install a Cost System” is 
seen by Winfield I. McNeill, The Con- 
troller, March, as a matter of formulat- 
ing a plan to carry out a set of funda- 
mental objectives and defined policies by 
implementing items which can be the 
subject of a check-list. 


Direct Costing 

In an article entitled “Perspectives on 
Direct Costing” in The Canadian Char- 
tered Accountant, March, J. R. Parker 
describes the historical background and 
underlying theory of direct costing and 
the part it can play in management ac- 
counting. 


Education 

In “The Co-operative Plan for Ac- 
counting Education” in The Canadian 
Chartered Accountant, March, C. H. 
Griffin and T. H. Williams describe and 
discuss how a number of United States 
universities and colleges provide for stu- 
dents to gain both formal instruction and 
practical business experience during the 
period of their courses. After the first 
year they spend alternate terms of seven 
weeks in study at the university or college 
and in employment with firms “co- 
operating” in the scheme. 


Professional Status 

A paper by J. L. Carey entitled “Higher 
Accreditation for CPA’s” is reproduced in 
The Journal of Accountancy, March. 
This paper is released by the American 
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Institute’s committee on long-range ob- 
jectives as a basis for discussion of the 
subject and the topic is stated to be one 
of five aspects of “Accounting Practice 
of the Future” now under consideration 
by the committee. It is suggested that 
the Institute might organise an Academy 
of Certified Public Accountants, recog- 
nising initially three areas of qualifica- 
tion — independent auditing, tax account- 
ing, and management accounting services 
— with standards and tests of qualifica- 
tions for membership. 


Product Evaluation 


Two articles in the N.A.A. Bulletin, 
February, deal with the evaluation of new 
products. “How to Handle Product 
Evaluation Procedures” is the title of ap 
article by H. L. Clayton, who outlines a 
procedure from the initial screening to 
the profit rate computation; Yasuo 
Yoshida presents a case study of a pro- 
gramme implemented by a toy manufac- 
turing company under the title “Cost 
Control in Product Feasibility Deci- 
sions”. 





AUSTRALIAN ASSOCIATED STOCK EXCHANGES 


Changes in Official List Requirements 


HE Australian Associated Stock Ex- 
changes have recently issued a re- 
vised Official List of Requirements which 
must be met by any company which in- 
tends to apply for stock exchange listing 
or a listed company making an issue of 
new securities. It is important for every 
accountant and secretary of such a com- 
pany to be familiar with these require- 
ments, and we accordingly mention some, 
but by no means all, to which particular 
attention should be directed. 

The first concerns size. The company 
must “be of sufficient magnitude and im- 
portance”, with its securities sufficiently 
distributed. Shares with no or inadequate 
voting rights will not be granted official 
quotation. 

The company concerned should not 
state in prospectus or circular its inten- 
tion to apply for quotation unless the 
prospectus or circular has been approved 
by the committee of the Stock Exchange. 
No less than fourteen clauses set out 
what should be included in the prospec- 
tus. Most of these clauses do not cover 
new ground, but there is a significant, 
and obviously desirable requirement in 
regard to oil ventures, the prospectus for 
which must include a report with geo- 
logical map or maps, and location map, 
showing boundaries of relevant areas, 
prepared by a qualified geologist. 
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What is laid down in regard to un- 
secured notes also constitutes a tighten- 
ing up of conditions in such a way as to 
give added protection to holders of such 
notes and to investors generally. The 
Committee may refuse to grant official 
quotation unless the Deed of Trust pro- 
vides that the company shall not, without 
prior sanction of holders of three-fourths 
of the outstanding notes incur liabilities 
in excess of one-and-a-half times share- 
holders’ funds less intangible assets; or 
provides that the company’s total liabili- 
ties shall not exceed three-fifths of total 
tangible assets. Further clauses also 
serve to clarify the position in regard to 
unsecured notes. 

In regard to directors’ fees it is re 
quired that the company shall disclose 
the total remuneration paid or payable 
to all directors of the company and of 
any other companies in which it holds 
directly or indirectly 50 per cent o 
more of the issued capital. It is also 
necessary that any sale or disposal of 
the company’s main undertaking by the 
directors be subject to ratification by 
shareholders in general meeting, and that 
the company will not issue shares 
transfer a controlling interest without 
similar prior approval by shareholders. 
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Letters to the Editor 
TAX AND ESTATE PLANNING 


Two letters have been received com- 
menting on the article “Tax and Estate 
Planning” by J. M. Groom, which ap- 
peared in the April 1961 issue of The 
Australian Accountant. The letters and 
Mr. Groom’s comments are as follows: 


The Editor, Sir, 

I read the article “Tax and Estate Planning” 
by J. M. Groom, with considerable interest as 
such problems supply a fund of knowledge 
and debatable material. 

It appears to me that whilst the testator 
can arrange his affairs in such a way as to 
reduce his tax obligations, the Commissioner 
is entitled on behalf of the Crown to take all 
steps to ensure a full return of obligation. In 
this example the doctor formed a proprietary 
company primarily for the purpose of firstly 
reducing his estate and probate duty liability 
and, secondly, reducing his income tax liability. 

With regard to the second reason, I agree 
that this reduction is effective and feel sure 
the Commissioner will concur and then bide 
his time. 

In estate planning, the purpose is to protect 
the beneficiaries against the death of the 


testator and I could quite perceive the pos- 
sibility of the “Doctor” in the case, having 
commenced his proprietary company in 1959, 
dying by accident in April, 1961. Had the 
doctor not formed this company his estate 
would consist of public company shares valued 
at £50,000 in 1959 and now valued at death 
in 1961 at approximately 25% down, say 
£37,500. Having formed his proprietary com- 
pany his estate would now be £50,000 (loan), 
less two years’ instalments (£5,000) — nett 
value, £45,000. Also the proprietary company 
shares would then have to be assessed by the 
Stamp Duties Commissioner and on an “earn- 
ing capacity basis” of say 10% per annum as 
a reasonable return, the 400 shares would be 
worth £25,000 and the doctor’s share valuation 
could be assessed at £6,250. This would make 
the doctor’s estate worth £51,250. 

As the “A” shares have considerably more 
value than “B”, “C” and “D” shares by reason 
that the holders of the “A” shares can vote 
themselves the whole of the dividends, the 
Commissioner would be justified in taking this 
further into consideration. However, my con- 
clusions are only theory and perhaps this 
example may have already been substantiated 
by the death of the doctor and a precedent 
established. Personally I would prefer the 
outright gift (at 3%) to £10,000; considering 
the tax saved on the reduced income the gift 
tax is negligibie. 





Accountancy Research 


and Related Activities 


THE AUSTRALIAN SOCIETY OF ACCOUNTANTS 


invites applications for the full-time appointment in Melbourne of 


(a) TECHNICAL AND RESEARCH OFFICER 


Duties: Promotion, co-ordination and super- 
vision of research in accountancy, technical 
activities, publications and public relations of 
the Society. Position inaugurates major de- 
velopments in the Society and provides scope 
for original thought and initiative. 


(b) RESEARCH OFFICER 


Duties: To originate and conduct research on 
accountancy problems arising in commerce 
and industry. 


Qualifications: Sound technical and practical 
knowledge of accountancy, organising ability 
and a facility in written expression. 


Salary: Not less than £2,500 p.a., plus super- 
annuation. 


Qualifications: Sound academic qualifications 
in accountancy and a facility in written ex- 
pression. 


Salary: £2,000 p.a., plus superannuation. 


Apply in writing by 27 July to the GENERAL REGISTRAR of the Society, 
37 QUEEN STREET, MELBOURNE. 
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Should I form a proprietary limited com- 
pany I would make the shareholding 400 
ordinary shares, two to “A” and 398 to “B”, 
“C” and “D”, my articles of association giving 
“A” personally 500 votes for each ordinary 
share held by him during his lifetime and 
reverting to one vote on his decease or prior 
consent. This voting would not affect dividends 
declared in any way. 

H. B. IRWIN, A.A.S.A. 
Dover Heights, N.S.W. 


The Editor, Sir, 

The hypothetical company suggested by Mr. 
Groom has aroused quite a lot of interest and 
argument. The points in question are:— 

If the doctor died shortly after the start of 
the company (say three years) the Commis- 
sioner of Stamps would be able to place a 
very high value on the “A” class shares due 
to their voting power. Would this be correct? 
I admit the doctor could vote himself all the 
dividends, but for the three years dividends 
have been declared on “C” and “D” shares 
only. My adversary contends that it would be 
better to have one class of shares only, but 
the doctor’s shares, whilst held by him would 
have multiple voting power. I contend that in 
this case the shares owned by the doctor would 
also have a high value placed on them by the 
Commissioner of Stamps on the doctor’s 
death. 

We both realise the disadvantages of the 
one class of share, our only argument is on 
the value placed on the shares in each case 
by the Commissioner of Stamps. 


I would like to thank you for the timely 
publication and Mr. Groom for his paper. ] 
hope other students who sat for Company 
Law and Procedure at the May examinations 
also offered their thanks when they read ques. 
tion No. 4. The companies may not be 
similar, but Mr. Groom’s company provided 
most of the necessary clues. 


G. E. CUREDALE, 
Heathcote, N.S.W. 


Mr. J. M. Groom comments as follows — 

Mr. Irwin's remarks concerning the position 
of the doctor’s estate following the drop in 
the share market are of course well-founded, 
but the opposite position would obtain in the 
event of the shares having risen in price, as, 
in fact, was the case in the company which | 
had in mind. That is one of the risks which 
a man would have to take, and I don’t think 
the situation calls for any comment. 

The construction of the company would en- 
sure that on winding up, the doctor’s shares 
would only be entitled to a return of the 
capital paid up thereon. 

In regard to Mr. Curedale’s letter, most of 
his points are also answered by the above 
comment, but I do strongly disagree with the 
idea of only one class of shares. 

The principal objective of the various 
classes of shares is to enable the company to 
declare dividends on one or more class, to the 
exclusion of others. The whole operation would 
be largely nullified if the shares were to be all 
of the one class, and equally entitled to share 
in dividends. 





A.P.A.C. “PROCEEDINGS” 


(THE Asian and Pacific Accounting Conven- 

tion held in April, 1960 at Melbourne 
brought together representatives of sixteen 
countries and 28 accounting organisations. 
These delegates joined with some 1200 other 
Convention registrants in a programme of 
technical discussions and social gatherings out 
of which came a general appreciation of the 
progress of accounting in Asian and Pacific 
countries and the problems facing the pro- 
fession in these countries. It cannot be said 
that solutions were found to all the problems 
discussed at the convention, but the exchange 
of views on a personal basis and in the atmo- 
sphere of common interest and amity which 
prevailed throughout the Convention, resulted 
in a much deeper understanding of the circum- 
stances and issues involved. 

The technical sessions held at Wilson Hall 
in the University of Melbourne attracted large 
audiences and many of those present took an 
active part in the proceedings as they raised 
points for discussion by the panel of authors 
of technical papers assembled on the platform. 
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A great deal of original thought emanated from 
these discussions of the topics comprised in 
these papers. This valuable and enlightening 
material is included in the Proceedings of the 
Convention copies of which are available now 
for general distribution. y 

The Proceedings, of 393 pages, comprises 
a complete coverage of Convention activities 
as well as the 26 technical papers specially 
written for the Convention. It provides, firstly, 
a stimulating record of a major historical event 
in the progress of the accounting profession 
in Australia, and secondly, an authoritative 
reference book on a wide range of topical 
subjects of technical significance. 

Everyone who registered for the Conven- 
tion automatically received a copy of the 
Proceedings, but for those members and others 
who were unable to attend the Convention 4 
limited number of copies are available at 30/- 
per copy (post free). Application for copits 
should be made to the General Registrar, Aus 
tralian Society of Accountants, 37 Queen Street, 
Melbourne. 
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BANKS’ NEW SERVICE CHARGE 


Three Australian trading banks, Aus- 
tralia and New Zealand Bank Ltd., 
English, Scottish and Australian Bank 
Ltd., and the National Bank of Austral- 
asia Ltd., recently announced the intro- 
duction of an overdraft service fee pay- 
able annually as a charge for the work 
carried out by the banks in handling 
overdraft accounts. 

This new departure in banking charges 
has been instituted to meet the banks’ 
rising costs of operation which have not 
been matched by corresponding increases 
in service charges. Further, the rate of 
interest payable on overdrafts, in most 
cases, does not allow any margin to cover 
all the costs relating to the provision of 
funds. 

The banks will compute the fees on a 
scale of charges based on the variety and 
the amount of activity involved in deal- 
ing with the overdraft account, with the 
minimum fee being £1. 





NEWS AND NOTES 





AUSTRALIAN SOCIETY OF 
ACCOUNTANTS 


VICTORIA 


Lecture Series 

A series of three lectures on the topic of 
“Business Finance” was delivered to members 
recently at Scots Church Hall, Melbourne. 


Mr. L. J. Seward, B.Ec., A.A.S.A., of 
Messrs. Tolhurst, Henley Munckton & Co., 
members of the Stock Exchange of Melbourne, 
spoke on “The Stock Exchange” on 8 June, 
outlining the place of the exchange in the 
provision of finance for business and the 
attitude of the investor to new investment 
propositions. 

On 13 June, Mr. Huntly Walker, B.C.E., 
F.I.A., assistant general manager, The National 
Mutual Life Association of Australasia Ltd., 
spoke about the outlook of the institutional 
investor, particularly of the life assurance 
societies, towards investment and the changing 
pattern of life office investments in recent 
years. 

On 15 June, Mr. V. L. Gole, F.A.S.A., 
company secretary, gave an address on “Finan- 
cing From Internal Resources”, in which he 
outlined the extent to which the successful 
company depended upon retained profits for 
the financing of its expansion. 


Monthly Luncheon 


Councillor W. L. Kilpatrick, C.B.E., chair- 
man, National Heart Campaign, was the 
speaker at the luncheon held on 13 June, in 
the Lower Melbourne Town Hall. Speaking 
on the subject “Why Australia Needs a 
National Heart Foundation”, Councillor Kil- 
patrick said that an alarming proportion of 
total deaths today results from heart and 
allied diseases, and that there is an urgent need 
for basic research into these diseases and for 
improved treatment of them. 


Of the funds raised by the Heart Campaign, 
it is expected that research will attract approxi- 





NEW ADDRESS OF COMPANIES 
REGISTRATION OFFICE 


As from 19 June, the Companies Registra- 
tion Office will be situated at Withalit House, 
453 Latrobe Street, Melbourne. The office 
hours are 9.30 a.m. to 12.45 p.m., and 1.45 
p.m. to 3 p.m. The telephone number is 
60-0361. 





404 


mately 70%, rehabilitation 15% and the re 
mainder will be expended on community edy- 
cation to help prevent heart diseases and to 
assist in the planning of work for rehabilitat. 
ing those who have suffered heart attacks, 


Personal 

Congratulations are extended to Mr. W. J. 
Vines, A.A.S.A., at present resident in Eng. 
land, who has been appointed managing director 
of the International Wool Secretariat. Mr. 
Vines, a Victorian, became managing director 
of Lewis Berger and Sons (Vic.) Pty. Ltd, in 
1949 and a director of Lewis Berger and Sons 
(Aust.) Pty. Ltd., in 1952. In 1953 he was 
elected to the board of the parent company 
in London and at present he is joint managing 
director. In his new post with the International 
Wool Secretariat he will direct a world research 
and promotional campaign with a budget of 
more than £5 million per annum. 


BALLARAT BRANCH 

Lecture 

The 1961 lecture programme of the Branch 
opened on 29 May when Mr. J. H. Heinz, 
Branch chairman, presided over a _ well 
attended meeting of members and students. A 
comprehensive address was given by Mr. J. A 
Macdonald, A.A.S.A., director and _ secretary, 
Moulded Products (Australasia) Ltd., on the 
subject of “An Approach to Some Aspects of 
the Management of Stock”. Mr. Macdonald 
dealt with the many factors involved in the 
planning, controlling and financing of stocks, 
particularly from the manufacturers’ view- 
point, illustrating his points with examples 
from practical experience. At the close of the 
address a stimulating discussion covered many 
additional aspects of this topical subject. A 
vote of thanks was proposed to the speaker 
by Mr. R. D. Mosman, A.A.S.A., immediate 
past chairman of the Branch. 


SOUTH AUSTRALIA 


Film Evening 

By courtesy of International Computers & 
Tabulators Australia Ltd., two films on elec 
tronic data processing were screened at the 
Shell Theatrette, on 23 May. Over 100 mem- 
bers took the opportunity of viewing these 
films and of hearing a discussion on the 
material presented by members present and 
Mr. R. C. Horne of LC.T. Following the 
educational films, the Shell Company screened 
a colour film from its library. 
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amples MODERN A.M.P. POLICIES are geared to modern 
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MUTUAL PROVIDENT SOCIETY 
n the : HEAD OFFICE: 87 PITT STREET, SYDNEY 
it and Hil} Hi] Offices in cities and towns throughout Australia and New Zealand 
yg the | \ | i] and in the United Kingdom 


A.M.P. members enjoy the unquestioned security afforded by funds of £500,000,000 
which the Society seeks to invest to the greatest benefit to members. 
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Just Published THE 


The author, in this book, explains in simple 
language many matters of direct interest AUSTR ALI AN 
to all concerned with the investment in 
shares in companies, especially those listed ; 
on the Stock Exchange. SHAREHOLDERS 
He describes how to become a shareholder; 
terms are defined and annual reports and 
balance sheets of companies are explained SECOND EDITION 
and illustrations given. 
Investment is a specialised field of business by 
activity and all, by proper precaution, ma’ 
4 Kory of; 4 R. KEITH YORSTON 


what a share in a company is; the rights 
and obligations of a shareholder; as well as 
giving useful and profitable information to 
shareholders generally. Stock Exchange 
reduce to a minimum the uncertainty and 
risk of investment. 

It is hoped that this book will prove to be 
an aid in that direction. 


Price 18/- 





Company Resolutions 
By S. R. BROWN, LL.B., F.C.A. Chartered Accountant 


The purpose of this book is to provide a collection of precedents which will 
facilitate the drafting of resolutions for passing at board and general meetings of 


companies. 
The book contains come 250 specimen resolutions covering a wide variety 
of subjects which are listed hereunder. 


Accounts 

Advertising 

Agent 

Amalgamation 

Amendment 

Arbitration 

Articles of Associa- 
tion 

Attorney 

Auditors 

Banking 

Books and records 

Borrowing 

Capital 

Committees 

Compromise 

Contracts 


Directors 
Dividends 
Foreign Company 
Formal resolution 
General Manager 
Guarantee 
Holding companies 
Injunction 
Inspectors 
Insurance 
Investment 
Leases 

Lien 

Meetings 
Membership 
Name 

Objects 


Proprietary company 
Prospectuses 
Public Officer 
Reconstructions 
Registered Office 
Registers 
Remuneration 
Representation 
Reserve Liability 
Reserves 

Sale 

Seal 

Secretary 
Sinking Fund 
Solicitors 
Take-overs 
Underwriting 
Winding up 


There is, in addition, a valuable treatise dealing with the types and general 





conditions of the validity of resolutions, notice of business, voting, minutes, legal 
and general effects of resolutions and drafting recommendations. 
Price 45/-. 


THE LAW BOOK CO. OF AUSTRALASIA PTY LTD. 


140 Phillip Street, 456 Little Collins Street, 30 Adelaide Street, 
Sydney. Melbourne. Brisbane. 
28-8041 67-7888 2-8882 
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Monthly Luncheon 

The May luncheon was held at the South 
Australian Railways Refreshment Rooms on 
29 May. The guest speaker was Dr. H. B. M. 
Lewis, director of the Red Cross Blood Trans- 
fusion Service who spoke on “Some Aspects 
of Blood Transfusion”. 


Presentation of Certificates 


On 5 June, 50 members and their friends 
were guests of the South Australian Divisional 
Council at a ceremony for the presentation of 
certificates to those members admitted be- 
tween November, 1960 and May, 1961. The 
State president, Mr. D. P. Williams, occupied 
the chair and addressed the incoming mem- 
bers on their privileges of membership and 
duties to the profession. Following the pre- 
sentation of certificates, films were screened 
by the B.P. Australia Ltd. film unit. 


Annual Lecture in the University of Adelaide 


The annual lecture endowed by the Aus- 
tralian Society of Accountants in the Univer- 
sity of Adelaide will be delivered by Professor 
R. J. Chambers, Professor of Accounting in 
the University of Sydney on Wednesday, 
August 2. Invitations to attend will be issued 
to all members of the Division. 


Group Activities 

The Practising Accountants’ Group met on 
25 May to hear an address on “Federal 
Estate Duties as Related to the Accountant” 
by Mr. M. E. Speck, A.A.S.A., of the Federal 
Taxation Department. 


A discussion evening was held by the Retail 
Traders’ Group on 5 June, when the new time 
of meeting at 5.30 p.m. proved most success- 
ful. 


Mr. L. E. Solomon, branch manager of 
Addressograph Multigraph of Australia Pty. 
Lid. was the guest speaker at the meeting of 
the Mechanisation and Systems Group held on 
13 June. Mr. Solomon spoke on “Duplicating 
and Printing Systems” and illustrated his talk 
with slides. 


Personal 


Mr. J. K. Powell, A.A.S.A., secretary of the 

Hills Hoists group of companies, has been 
appointed a director of Hills Industries Ltd. 
and Hills Hoists Ltd. 


Mr. S. S. Cullen, A.A.S.A., a director of 
JR. Coghlan and Co. Pty. Ltd., has been 
appointed general manager of the company’s 
branch in South Australia. 

Mr. J. G. Spalvins, A.A.S.A., has been ap- 
Pointed an alternate director of Camelec Ltd., 
and Admiralty Distributors Pty. Ltd., for the 
duration of the overseas trip of the managing 

tr, Mr. R. B. Gall. 
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NEW SOUTH WALES 


Personal 

Mr. R. D. Reed, A.A.S.A., has been appoin- 
ted secretary of the Royal North Shore Hos- 
pital. 

Messrs. Albert Agnew & Co., public ac- 
countants, have admitted Mr. H. Frost, 
A.A.S.A., into partnership. 

As from 28 June Mr. K. D. Marshall, 
A.A,S.A., began practising under his own name 
at Anzac House, 26 College Street, Sydney. 

Mr. J. J. Twohill retired from the partner- 
ship of Messrs. George Twohill & Co., public 
accountants, on 30 June. Mr. R. N. Williams, 
A.A.S.A., has been admitted to partnership in 
the firm. 

Mr. A. I. Martin, F.A.S.A., retired from pub- 
lic practice as from 30 June, last. 

Mr. R. D. Stevenson, A.A.S.A., has changed 
the name of his firm from Slade, Stevenson 
& Co. to R. D. Stevenson & Co. The practice 
will be continued at 30 Carrington Street, 
Sydney. 

Mr. R. R. Gray, A.A.S.A., has been ap- 
pointed Director of Income Tax, Taxation 
Department, Canberra. 

Mr. H. G. Brooks, A.A.S.A., has been ap- 
pointed Assistant Secretary, Department of 
Immigration. 

Mr. A. H. Wicks, A.A.S.A., has been ap- 
pointed Second Commissioner of Taxation, 
Taxation Department, Canberra. 


CANBERRA BRANCH 


The following office-bearers have been 
elected for the year:— Chairman: Mr. H. G. 
Brookes, A.A.S.A.; Deputy Chairman: Mr. 
R. C. West, A.A.S.A. 





N.S.W. LAND TAX 


The New South Wales Commissioner of 
Land Tax advises that his office has now on 
hand Queensland Land Tax Forms and Sales 
Notices for distribution. The forms, which 
must be lodged by 30 September, 1961, may 
be obtained on personal application to his 
office, but no distribution by post will be 
undertaken. 





WESTERN AUSTRALIA 


Obituary 

It is with great regret that we record the 
passing of three well-known Perth accoun- 
tants, Messrs. R. Calder Crowther, W. A. 
Carcary and A. Chapman. Mr. R. Calder 
Crowther had a fine record of service to the 
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accountancy profession. The late Mr. Crowther 
was a member of the W.A. Divisional Council 
at the time of his death and he held also the 
position of honorary treasurer of the Division. 
He was a past president of the Federal In- 
stitute of Accountants and upon the formation 
of the Australian Society of Accountants he 
became president of the Western Australian 
Division. Mr. Crowther was a partner in the 
firm of Messrs. C. P. Bird and Associates; 
Mr. Carcary was a partner of Messrs. W. A. 
Carcary, Halvorsen and Co., and Mr. A. 
Chapman for many years held the position of 
treasurer of the City of Perth. 


Recent Luncheons 

At the May luncheon at Fremantle, the 
speaker was the well-known yachtsman, Mr. 
W. J. Lucas, who told about his experiences 
in blue water yachting. He brought with him 
a visitor from Sydney, Mr. Graham Newlands, 
—voted “yachtsman of the year” who also 
told of some of his experiences in the Sydney- 
Hobart races. 


At the Perth luncheon the speaker was Mr. 
Charles Cornish, chairman of the W.A. Com- 
mittee for Commonwealth Technical Training 
Week and his subject was “Training Today for 
Tomorrow”. 


Personal 

Mr. R. D. Ireland, A.A.S.A., immediate 
past president of the Associated Sawmillers 
and Timber Merchants of W.A., recently 
visited Canberra, where he represented Wes- 
tern Australia at a meeting of the Australian 
timber industry. 


TASMANIA 


Luncheon Meeting 

The second luncheon meeting of members 
for 1961 was held in Hobart on 26 May. 
The guest speaker was Mr. E. G. McRae, 
managing director, Tasmanian Television Ltd., 
the subject of his address being “Mass Com- 
munications the Electronic Way”. The talk 
was well received by members present, and 
Divisional Council was gratified to record a 
noteworthy increase in the number attending. 
Personal 

The partnership of Messrs. A. O. Edwards & 
Wilson has been dissolved. Mr. K. R. Wilson 
is now in practice at 73 Murray Street, Hobart. 


_—_— + 


AUSTRALIAN ACCOUNTANTS’ 
STUDENTS’ SOCIETY 


VICTORIA 
Annual Meeting 
The annual meeting of the Victorian Divi- 
sion of the Students’ Society was held on 5 
June, at the Federal Hotel, Melbourne. After 
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formal business was completed, Mr. R. |. 
Williams, A.A.S.A., president, 1960/196). 
showed slides taken during the Students 
Society’s recent visit to New Zealand and 
gave members a lively and entertaining de. 
scription of the tour. 


Office-Bearers 


At the first meeting of the newly elected 
Council on 9 June, the following office-bearers 
were elected. President: Mr. J. Borne; Vice. 
president: Mr. S. Macdonald; Hon. secretary: 
Mr. E. L. Ethell; Hon. treasurer and asst. hon. 
secretary: Mr. P. J. Stanley. Other member 
of the Council are, Miss E. G. McPherson, 
Messrs, P. O. Anderson, H. K. Cameron, 
A. B. McConnell, N. B. Wheatley, L. D 
Wheeler and R. L. Williams. 


Recent Lectures 


Thirty-one members attended a demonstra- 
tion of accounting machines at the offices of 
the National Cash Register Co. Pty. Ltd., on 
1 June. On 14 June, Mr. L. M. Fysh, 
A.R.M.LT., A.A.S.A., lecturer, School of Ac- 
countancy, Royal Melbourne Institute of 
Technology, spoke to members at a lunchtime 
meeting on the subject “Manufacturing, Trad- 
ing, Profit and Loss Statements”. 


Approaching Lectures 
The following lectures are scheduled for 

August:— 

Wednesday, 9 August, at 1.10 p.m. “Business 
Investigations”, Mr. G. Cohen, A.ASA, 
Messrs. Fuller King and Co. 

Monday, 14 August, at 5.45 p.m. “Law 
Relating to Partnerships”, Mr. G. W. A 
Douglas, LL.B., lecturer in Commercial 
Law, School of Accountancy, Royal Mel 
bourne Institute of Technology. 


Income Tax Lecture 

The final lecture preceding the May examin- 
ations was given on 2 May by Mr. J. McKel- 
lar White, F.A.S.A., secretary of the NSW. 
Taxpayers’ Association. In opening his lecture 
on Income Tax, Mr. White reviewed the pro- 
visions concerning ex-Australian income an 
Australian income payable to non-residents 
with the application of the dividend withholé- 
ing tax thereto. He stressed the importance of 
election by taxpayers in regard to taxation of 
dividends from the United Kingdom, also th 
conditions in regard to other countries where 
reciprocal agreements operate. Retiring allow- 
ances and payments, superannuation, insurance 
concessional deductions, leases, depreciation 
and dividends were topics raised either by the 
lecturer or as questions asked by students 
present. 

In conclusion Mr. White advised students © 
seek an understanding of the basic principles 
of the subjects of their examinations as this § 
necessary to the satisfactory answering o 
questions. 
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WESTERN AUSTRALIA 


Annual Meeting 

The annual meeting of the Students’ Society 
was held on 6 June, when the following com- 
mittee was elected:— Miss C. Berliner, Messrs. 
y. Combs, W. O’Halloran, M. Muragappen, 
M. K. Moorthy and R. H. Egan. After the 
official business, Mr. N. B. Durston, office 
manager, National and General Insurance Co. 
Ltd., delivered an address on insurance and 
this was followed by the screening of a film 
ty courtesy of B.P. Australia Ltd. 


Election of Office-Bearers 


At a meeting of the committee of the 
Students’ Society held on 13 June, the follow- 
ing Office bearers were elected:— President: 
Mr. H. L. Thomson; Vice-president: Mr. K. 
Moorthy; Hon. secretary: Mr. R. H. Egan. 


-——- > 


THE AUSTRALASIAN INSTITUTE 
OF COST ACCOUNTANTS 


VICTORIA 
Additional Members of Committees 


In accordance with its policy of spreading 
committee membership more widely among 
members of the Institute, Divisional Council 
has asked the chairmen of its committees to 
recommend additional members of the In- 
stitute to serve on the various committees of 
Divisional Council. Any member who would 
like to act in this capacity is invited to con- 
tat the State Registrar. Ultimately it is 
planned that, with the exception of the Execu- 
tive, Finance and Membership Committees, 
possibly only two members of each committee 
need be councillors. 

Costing for Export 

A public lecture on “Costing for Export” 
was held at the Bankers’ Institute Auditorium 
on 22 June. Mr. G. L. MacDonell, B.Com., 
senior consultant with Personnel Administra- 
tion (Vic.) Pty. Ltd., delivered the lecture on 
this most topical subject. In view of the 
absence overseas of Dr. Westerman, Secre- 
lary of the Department of Trade, a depart- 
mental representative answered questions of 
imterest in the discussion which followed the 
lecture. Members of the export group of the 
Chamber of Manufactures and the Chamber 
of Commerce were invited and the large at- 
tendance fully justified the policy of Divisional 
Council in promoting discussion of topics of 

id intreest to the economy and of such 
particular national sgnificance. 

N view of the intensive drive being under- 
taken by the Government to build up Aus- 
tralia’s export income, a discussion group was 
held on the same subject on 29 June, as a 
follow-up to the public lecture. Mr. D. M. 
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Cronin, consulting cost accountant and Mr. 
H. S. Southam, head office accountant, As- 
sociated Pulp and Paper Mills Ltd., led the 
group. The stimulating discussion which en- 
sued clearly showed the interest of members 
in this subject. 

The further activities planned by Council 
will ensure that the Institute will play a lead- 
ing role in the development of plans for in- 
creased exports. 


Annual Divine Services 

Annual divine services were held on 3 July 
in St. Patrick’s Cathedral and St. Paul’s 
Cathedral. Lessons were read by representa- 
tives of the Institute of Chartered Accoun- 
tants and the Chartered Institute of Secre- 
taries. 
Current Economic Problems 

A lecture on current economic problems 
will be given during July by a leading econo- 
mist. This lecture will provide an opportunity 
for members to acquaint themselves with the 
latest economic developments in Australia, 
and with the steps being taken by the Govern- 
ment and its agencies to achieve a _ stable 
economy. Few members could fail to be 
interested in this subject and the activities 
committee looks forward to another evening 
of provocative discussion. 
Combined Institutes One-day Seminar 

A one-day seminar, held jointly with the 
Institute of Sales Management, is planned for 
Wednesday, 30 August. The theme of the 
seminar will be centred on how a more effec- 
tive relationship between marketing and 
management accounting can build profitable 
sales. In both morning and afternoon sessions, 
one speaker provided by each Institute will 
speak on the same subject. After the two 
addresses, members will divide into five syndi- 
cates, and each will include members of both 
Institutes. Each syndicate will report back to 
the speakers, who will then sum up. Mem- 
bers will be circularised of this activity, which 
will be held in the New Arts Building at 
Melbourne University. A buffet luncheon will 
be served in Union House. 


Communications 

Following the widespread interest aroused 
by Mr. E. J. Kean’s lecture on “Communica- 
tions” at the May convention, a lecture series 
is planned in October to develop this topic 
further. The study of communications is im- 
portant to management accountants and is 
included in the Institute’s revised examination 
syllabus. The proposed lecture series will 
enable members to benefit from the latest 
academic and practical developments in this 
subject. 
Practical Problems in Cost Installations 

The Discussion Group’s committee has ar- 
ranged a discussion on “Practical Problems in 
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Cost Installations” to be held during August. 
It is felt that a discussion of this topic would 
be particularly useful to newer members of 
the Institute. Members will be informed of 
further details when the arrangements are 
completed. An interesting evening is assured 
to all participating. 


NEW SOUTH WALES 


Election of Office-Bearers 

The following office-bearers have been elected 
by the N.S.W. Divisional Council for 1961. 
President: Mr. K. S. Fleming; Vice-president: 
Mr. K. W. Peterson; Hon. treasurer: Mr. 
G. W. Bottrill; Publicity officer, Mr. W. M. 
Hodgins; Observer on Australian Society of 
Accountants’ General Council, Mr. J. S. 
Gerathy. 
Activities Committee 

The following members have joined the 
Activities Committee — Messrs. B. B. Anley, 
L. C. Dun, B. C. Goudie and K. Wright. 


Automatic Data Processing 

A course covering the introduction to auto- 
matic data processing was conducted by Inter- 
national Computer and Tabulators Aust. Pty. 
Ltd., in June. This was greatly appreciated by 
those who attended and the Division is 
grateful to I.C.T. for this effective demon- 
stration. 

Seminar 

A record attendance of members at the 
Hotel Metropole on June 20 listened to ex- 
perienced speakers discuss “Reporting to 
Management”. The three lectures were “Re- 
porting on Repairs and Maintenance” by Mr. 
H. Levy, B.Ec., A.A.S.A., A.C.A.A., accoun- 
tant, Bradford Cotton Mills Ltd., “Reporting 
on Labour Control” by Mr. K. Collin, B.Ec., 
A.A.S.A., A.C.A.A., chief accountant, Austral 
Bronze Co. Pty. Ltd., and “Reporting to Top 
Management” by Mr. F. Bool, A.A.S.A., 
A.C.A.A., finance manager, Commonwealth 
Hostels Ltd. Following the syndicate dis- 
cussions the seminar was brought to a close 
by the State president, Mr. K. Fleming, after 
Associate Professor W. Stewart from the 
University of New South Wales had sum- 
marised the results of the discussions. 

A vote of thanks to the guest speakers and 
Associate Professor Stewart was moved by Mr. 
W. M. Hodgins who also thanked Messrs. 
H. L. Sainsbury and J. M. Paul for their 
efforts in organising a most enjoyable day. 
Industrial Visit 

Members visited A.W.A. Ltd. in July to 
inspect typetronic, teletype and mark sensing 
equipment. 

Joint Series 

A joint series in conjunction with the Aus- 
tralian Society of Accountants on the subject 
“Export Marketing Development” is planned 
for August. 
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Annual Convention 

The Annual Convention is to be held at the 
Hotel Florida, Terrigal, on 7, 8 and 9 October. 
Members are asked to reserve this date 
Further details will be reported next month, 


SOUTH AUSTRALIA 


Presentation of Certificates 

At a joint function arranged with the State 
Council of the Australian Society of Accoun- 
tants on 5 June, the acting State president, Mr. 
M Dennis, presented certificates to the 
following members:— Messrs. W. H. Brown, 
H. J. Dyer, H. B. Gray, J. B. Gruilich, P. 
Hackworth, S. A. Hoad, D. C. Horton, R. J, 
Papworth, B. G. Richardson, J. W. Rowe. 
L. C. Ah Toy, C. Sulan, W. B. Wreford. The 
presentation ceremony was held at Chapman 
Hall, Institution of Engineers, North Adelaide. 


WESTERN AUSTRALIA 


Research Group 

The annual meeting of the Research Group 
was held in the B.P. Theatrette on 6 June. 
Mr. F. Falconer was elected chairman, with 
the following committee:— Messrs. P. Wall, 
B. Foster, M. Chadwick, B. Putmin, K. B. 
Gale. After the official business of the meet- 
ing, an excellent address kas given by Mr. D. 
Wells, B.Sc., A.F.A.I.M., A.I.P.M., personnel 
officer, Chamberlain Industries Pty. Ltd., on 
the subject of “Changing Patterns of Personnel 
Administration”. 


_—_—_— >? 


COST ACCOUNTANTS 
STUDENTS’ SOCIETY 
VICTORIA 


Punched Card Demonstration 

A demonstration of punched card equipment 
was held on 22 June at Felt & Textiles of 
Australia Ltd. In addition to an explanation of 
the punched card system, company policy on 
punched cards was explained, and the com- 
pany’s organisational manuals were outlined. 
Review of Examination Papers 

Reviews of the April examination papers alt 
scheduled for 13 and 20 July. This year a 
invitation has been extended to all registered 
candidates to attend. 
Costing System Inspection 

A demonstration of a standard costing s)* 
tem has been arranged at Bradford Cotton 
Mills Ltd., for Tuesday, 15 August. In addition 
to an inspection of the company’s Footscray 
plant, the products and processes involved and 
the costing system and forms will be & 
plained. Members will be circularised and, % 
attendance will be limited to thirty, eat!) 
replies will be necessary to ensure inclusion 
in the party. 
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PROFESSIONAL NOTICES 


ACCOUNTANT — The V.A.C.C, Insurance 
Co. Limited require an assistant to the Victorian 
Accountant to be trained to take over the 
position of Victorian Accountant. Applicants 
should be over 25 years of age, and well 
advanced in accounting studies. Good Salary, 
Profit Sharing, Liberal Superannuation, Home 
Finance. Apply in writing Manager For Vic- 
ioria, Box 1651N, G.P.O., Melbourne. 


YOUNG BRISBANE ACCOUNTANT with 

small practice wishes to amalgamate with 
similarly situated practitioner. Please reply 
Box No. 780, c/- Australian Society of Ac- 
countants, Box 1161 P, G.P.O., Brisbane. 


ASSOCIATE with small number of clients 
desires assist practitioner part time, or purchase 
cients, metropolitan area, preferably North 
Shore. Reply Box 781, c/- Australian Society 
of Accountants, 5 Bligh Street, Sydney. 


ACCOUNTANCY —A highly qualified ac- 
countant with ample auditing experience is 
invited to succeed to a prosperous city practice 
(£10,000) upon payment of a deposit only. 
Retiring owner will stay on as long as required. 
Please write, in full confidence, to Box No. 
782, c/- Australian Society of Accountants, 
5 Bligh Street, Sydney. 


PROFESSIONAL VACANCIES — Positions 
are available with an expanding firm of 
chartered accountants in the Territory of 
Papua and New Guinea. Vacancies from 
advanced intermediate to qualified status. Posi- 
tions carry salaries far in excess of mainland 
equivalent and tax approximates half Austra- 
lian rates. Married and single accommodation 
available, excellent leave and conditions. Apply 
Fishwick, Lord & Co., Box 84, Rabaul, New 
Guinea. 


PRACTITIONER — Fellow of Society, 30 
years’ experience, could assist another during 
busy period, two days per week. Reply to No. 
716, c/- Australian Society of Accountants, 
5 Bligh Street, Sydney. 


MELBOURNE PRACTICE REQUIRED — 
Two associates wish to purchase small to 
medium eastern suburban or Melbourne prac- 
tices or group of clients to expand present 
practice. Immediate purchase price available. 
Reply No. 777, c/- Australian Society of Ac- 
countants, 37 Queen Street, Melbourne. 


BURROUGHS Director accounting machine 
—¢ighteen months old. Condition perfect, 
reasonable offer accepted. Reply No. 779, c/- 
Australian Society of Accountants, 37 Queen 
Street, Melbourne. 


PRACTICE REQUIRED. An associate 

Practising in Adelaide desires to expand by 

te purchase of a practice or a group of 

clients. Please reply No. 790, C/- Australian 

pred of Accountants, 22 Grenfell Street, 
aide. 


The Australian Accountant, July, 1961. 


Rate per line 5/-; minimum 
per insertion 15/- 


ACCOUNTANTS 


Price Waterhouse & Co., chartered account- 
ants, have vacancies in their Sydney, Mel- 
bourne, Brisbane, Adelaide and Perth offices 
which offer opportunities of rewarding and 
satisfying careers to men having the requisite 
technical knowledge and organizing ability for 
appointment to senior staff positions. 

Applicants should be qualified or near- 
qualified accountants with professional or busi- 
ness experience and the personal qualities which 
fit them to take responsibility and work with 
a minimum of supervision. The firm offers a 
wide range of specialist services to clients but 
appointments will be made to the audit staff 
in the first instance. 

Salaries are graded according to experience 
and ability. Membership of a _ contributory 
superannuation fund will be open after a 
qualifying period of service. 

Applications should be addressed to “Staff”, 
Price Waterhouse & Co., in any of the above 
cities. 


FOR SALE — Small accountancy and taxa- 
tion practice in Perth. Reply J. M. O’Hara, 
64 Daglish Street, Wembley, W.A. 


PARTNER — Sole practitioner, — associate, 
gross fees approximately £2,500, about to move 
to small, new modern Sydney office, seeks 
partner with similar practice, with a view to 
amalgamation of practices. Reply No. 778, 
c/- Australian Society of Accountants, 5 Bligh 
Street, Sydney. 


ACCOUNTANT, MELBOURNE, own car, 
has time available assist other practitioners. 
Phone XF 6047. 


ACCOUNTANT — City — small established 
practice, desires contact with one similarly 
placed or commencing who could furnish 
some assistance and make mutually beneficial 
arrangement for carrying on separate practices 
with view to possible merger of interests. 
Reply Box No. 783, c/- Australian Society 
of Accountants, 37 Queen Street, Melbourne. 


PARTNERSHIP: An _ outstanding oppor- 
tunity is offered for Associate to enter an old- 
established, substantial suburban practice, due 
to ill-health of a principal. Offices are well 
situated in western suburbs, fully equipped 
and mechanised. Future prospects excellent. 
Cash required £6,000. Apply in writing for 
an interview to No. 785, c/- Australian Society 
of Accountants, 5 Bligh Street, Sydney. 


ACCOUNTANT, retiring, wishes to sell 
sound practice in solid western Victorian town. 
Gross fees £2000-£3000 can be greatly in- 
creased. Freehold office premises. Freehold 
home also available, all modern conveniences. 
Owner leaving State. Reply No. 791, c/- 
Australian Society of Accountants, 37 Queen 
Street, Melbourne. 
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ACCOUNTANT 


Firm of chartered accountants in Melbourne 
has a position for a senior qualified accountant 
in expanding practice. 

Salary up to £2,000 per annum depending 
upon qualifications and experience. 

Work includes audits of large public com- 
pany groups and smaller concerns, general 
accounting, company secretarial practice, estate 
planning and taxation. 

Excellent prospects of improving income and 
status in the profession. 

Reply, stating age, qualifications and experi- 
ence to No. 775, c/- Australian Society of 
Accountants, 37 Queen Street, Melbourne. 


MEMBER has spacious Collins Street office 
and facilities available to young practitioner. 
Reply No. 784, c/- Australian Society of Ac- 
countants, 37 Queen Street, Melbourne. 


SEARCHES, lodging and all other matters 
at Companies and Business Name Branches 
attended to. Company Services (Vic.) (John 
Lloyd, ex-Deputy Registrar General and Assist- 
ant Registrar of Companies), 443 Little Collins 
Street, Melbourne. Tel. 67 3861. 


ACCOUNTANCY PRACTICE — Practi- 
tioner desires to purchase practice in Mel- 
bourne or near-country district. Would prefer 
a vendor desiring semi-retirement over a 
period. Reply No. 786, c/- Australian Society 
of Accountants, 37 Queen Street, Melbourne. 


CALCULATOR. Griffiths’ 40-Hour Wa 
Calculator. Price 42/-. L. C. Publishing Co, 
G.P.O. Box 5045, Sydney, N.S.W. 


ASSOCIATE wishes to purchase small prac. 
tice or would consider partnership proposition 
Please reply No. 789, c/- Australian Society 
of Accountants, Box 1161P, G.P.O., Brisbane 


ARCADE SERVICES offer assistance jp 
typewriting (I.B.M. electric), and duplicating 
No shorthand. Accurate neat work at moderate 
charges. Arcade Services, Block Arcade, 9 
Elizabeth Street, Melbourne, C.1. Tel. 63-6725, 


HOBART associate with taxation and audit. 
ing experience has spare time, evenings and 
week-ends, to assist practitioners. Reply No, 
787, c/- Australian Society of Accountants, 
119 Macquarie Street, Hobart. 


ASSOCIATE in practice has time available 
to assist other practitioners. Reply No. 788, 
c/- Australian Society of Accountants, 37 
Queen Street, Melbourne. 


SENIOR AUDITOR. The position will ap- 
peal to qualified or partly-qualified accoun- 
tants (age 25-35) with sound practical experi- 
ence who are desirous of obtaining oppor 
tunities for assured promotion. Initial salary 
will be based on qualifications and experience. 
Written application in strict confidence to: 
Rucker, Mackenzie & Gordon, Chartered Ac- 
countants, 515 Collins Street, Melbourne. 








. . «. RECONDITIONED REMINGTON 
OR BURROUGHS ACCOUNTING MACHINES 
ARE A SOUND ECONOMICAL INVESTMENT 


1. Satisfactory Performance 
2. Five-year Guarantee 
3. Cost=i of the New Price 


! 
SALES AND SERVICE 








Maintenance of Remington Machines: 
Semi-Electric £15-15-0 All-Electric £20-0-0 


BOOKKEEPING MACHINES PTY. LTD. 


214 Queensberry Street, Melbourne, Vic. Phone: FJ 3711 
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INTERNAL MEMO 


FROM: Office Manager 


Directors 


We have investigated the 
application of Dyeline 
office systems and rec- 
ommend the installation 
of an OCE’ system in 

our office. 


This will greatly reduce 
labour costs, and operat- 
ion is more economical 
than existing methods. 


(eat The OCe’ 105-COMBINE 


ff you have any queries regarding office systems, 
contact the Australian distributors for 
oce’ machines. 


HARSTON SENSITIZING 


co. PTY. LTD. 
140 Barkly St. North Fitzroy. Vic. 
Telephone: JW 2127-8. JW 4113. 
INTERSTATE DISTRIBUTORS: 


Qid.—Harston Sensitizing (Qld.) Pty. Ltd., 446 
Upper Edward St., Brisbane. 27-969. 


NSW.— Plan Printing & oy Pty. Ltd., 49 
Clarence St., Sydney. BX 1238. 

SA—Wm. Crosby & Co. Pty. usd, Worando Bidgs., 
Chesser St., Adelaide. W 247 

WA—Wm. Crosby & Co. Pty. Ltd., 618-620 Murray 
St., Perth. 21-2481. 


S—Wm. Crosby & Co. Pty. Ltd., 


119 Collins 
St, Hobart. 2-7761. 





ee 


LISTEN 


to the NEW 
PYROX Magictape Recorder 


Everything sounds superb on the new Pyrox 
Magictape recorder . . everything “plays 
back’’ just the way you recorded it. See the 
new 3 speed 2 speaker Magictape at your 
favourite music or radio store today ... you'll 
be surprised that so much quality, so much 
enioyment, could cost so little. 


Check these NEW 
Magictape features 


@ 3 speeds — 13”, 33”, 
73” per sec.—gives 
up to 4 hours play- 
ing time per tape. 

@ Twin speakers—for 
balanced tone. 

@ Quick reading re- 
cording position in- 
dicator. 

@ Fast 
forward, 

@ Separate Bass and 
Treble tone con- 
trols. 


PYROX LTD. 


14-36 Queensberry St., 
47-51 Parramatta Rd., 


rewind, fast 


FJ 9121 
UL 0251 
PL 35 


Melbourne. 
Concord, Sydney. 








Agents throughout Commonwealth and New 
Zealand. Also in London and New York 


Cable & Telegraphic Address: 
“JEFFSTOCK”, MELB. 


Eric R. Jeffery & Son 


Members of 
The Stock Exchange of Melbourne 


STOCK EXCHANGE BUILDINGS 
422-426 Little Collins Street, Melbourne, C.1 


Telephone: 67-9171 














PHOTOSTATS 


Quick, Accurate, Economical 
Copies of Charts, Deeds, Tax 
Forms, Contracts, Wills, etc. 
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COPYING COMPANY °:: 
BW 5603. @ 28 Martin Place, SYDNEY 





SAVE OVER £1,000 


on an ALL ELECTRIC Typewriter Keyboard Accounting 


Our rebuilt book-keeping machines ce 
TEN YEAR WARRANTY and UNCONDITIO 
GUARANTEE for SIX MONTHS. 


All our rebuilt machines are serviced by 

team of Remington trained mechanics who enm 

the reputation of being the best in Aust 

We also provide: 

@ free system review service 

@ free installation service 

@ free operation training, and machines are avai 
for hire. 


Remington machines currently available ing 
models 122, 124, 126, 86D and 86E. Mo 
Illustrated above is a Model 86D 586 will soon be available. 


electric accounting machine with 
fully electric typewriter key- $785 PB 
board, etc. Our representatives would be pleased to call at any tim 


PRESELECTION EQUIPMENT (SALES) PTY. 


231 Oxford Street, Sydney. Phone FA 6616 














WILSON BROS ./4.2.) PUL” 


34-54 LOUIS STREET CHIPPENDALE, SYDNEY 
4 4 4 ? ¢ 


MULTIPLE SET FORMS 


Incorporating Uni-set processing with one time carbon or .NCR 
No Carbon Required paper. 


NEVER DRY SPOT CARBON 


Guaranteed 5 years — will not dry out and will produce up te 
six sharp copies. 


ACCOUNTING MACHINE STATIONERY 


Special forms designed — accuracy and registration assured — many 
forms carried as stock lines. 


SEALO — PRESEALED LETTERS 


Speedy method for processing overdue account letters. 








| PHONE 69-1016 AND ARRANGE FOR A DEMONSTRA 
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